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INTRODUCTION 


The Subcommittee on Study of Monopoly Power undertook its 
investigation of the newsprint industry, the second in its economic 
studies of industry,' on June 19, 1950. ‘At that time, prospects for a 
peaceful era for the nations of the world were good, if not favorable. 
There is no need to discuss here those recent events which have over- 
taken the peaceful strides of mankind with sudden and startling 
rapidity. Itis merely appropriate to note that these occurrences have 
increased, not diminished, the significance of this study. 

In the light of current conditions, domestic and international, 
might seem at first glance that a report of this subcommittee’s pau 
gation of monopoly power in various segments of the pulp and paper 
industry would be inopportune, if not anticlimactic. A brief exam- 
ination of some of the fundamental principles underlying our system 
of government and of the consequences, ideological as well as eco- 
nomic, which may flow from abuses of economic power in the pulp 
and paper industry, will dispel any suggestion that we should now 
ignore the problem of monopoly power in this industry. 

The first amendment of the Constitution expresses a policy funda- 
mental in our free society. It provides: 

Congress shall make no law respecting an establishment of religion or prohibiting 
the free exercise thereof; or abridging the freedom of speech, or of the press * * *, 

In view of the primacy of the rights of a free press accorded by the 
Constitution and supported by an uninterrupted flow of judicial 
decisions, this subcommittee believes that the possibility of restraints 
upon publications arising from the power of either private or govern- 
mental groups is worthy of intensive and prolonged investigation. 
Neither governments—whether State or national—nor those in 
positions of private economic power, should be allowed to restrict 
the freedom of the press. 

Nor does the importance of a free press diminish as the necessity for 
all-out mobilization heightens. Not only must the military forces and 
the economic forces of the free world be mobilized to combat com- 
munism but its intellectual and ideological forces as well. Victories 
of a military nature are meaningless if we cannot supplant military 
victory with a significant ideological victory. The free presses of the 
world—in this country and abroad—must remain free so that they 
can lend their weight and support to resist totalitarian doctrines and 
preserve democratic and liberal thought. 

The place occupied by newsprint ‘and other pulp and paper prod- 
ucts directly in the mobilization program is also a subject of great 
importance at this time. Even in a period of peace, “the consump- 
tion of paper products—from books and pictures to building boards 
and food containers—is the modern measure of a nation’s civiliza- 
tion.” ? 





1 The first industry study conducted by the subcommittee was that of steel. See Hearings, Subcommittee 
on Study of Monopoly Power, serial 14, pts. 4A and 4B, 81st Cong., 2d sess. (1950); report, Subcommittee 
on Study of Monopoly Power, The Iron and Steel Industry, committee print, 8lst Cong., 2d sess. (1950). 

2 Fortune, October 1947, p. 126, cited in Exhibits, p. 1110. 
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VIIl INTRODUCTION 


In times of hostility, the pulp and paper industry is one of the most 
important to be summoned to assist in national defense. While not 
strictly a war industry as shipyards and munitions plants are war 
industries, the pulp and paper industry supplies such vital wartime 
materials as pulp for explosives and for rayon, blueprint and packaging 
papers, and paperboard for wartime containers. It has been esti- 
mated that some 100 tons of paper alone (mostly blueprint) go into the 
building of a battleship. The dissemination of news and information 
through papers and books also performs an essential wartime function. 
“Ne -wsprint is a War propaganda weapon, and to some extent, there- 
fore, as important as men and munitions.” ? 

Even before Pearl Harbor had compelled American participation 
in World War II, the export of all pulp and paper had been prohibited 
under the Export Control Act.* During the progress of the war, de- 
fense needs required stringent regulation of such paper products as 
newsprint. As the War Production Board declared in describing the 
need for restricting the use of newsprint paper during the last war: 

The fulfillment of requirements for the defense of the United States has created 
a shortage of the supply of print paper for defense, for private account and for 
export; and the following order is deemed necessary and appropriate in the public 
interest and to promote the national defense. 

Although the present mobilization program is still in its incipiency, 
wood pulp, along with iron and steel, important chemicals, alumi- 
num, and other vital metals, has already been declared a “‘scarce 
material” within a meaning of section 201 of the Defense Produc- 
tion Act of 1950 by the National Production Authority® because, 
in the opinion of the Authority, such commodity is “vital to meeting 
defense production goals.”?’ Wood pulp, as the National Production 
Authority had previously indicated, “is the key raw material for paper, 
paperboard, rayon cellophane, explosives, and thousands of end 
produc ts necessary for both the defense program and important non- 
military uses.” ° 

It is consequently clear that a congressional study and report on 
monopoly aspects of newsprint and related industries is at the present 
moment not only timely but a significant contribution to the defense 
effort. With printed testimony of over 1,200 pages and documentary 
exhibits of equal length, the subcommittee has tried, in this report, to 
present the salient facts and conclusions of its investigation. It 
believes that its record, together with its report, will be of lasting 
interest to those concerned with the preservation of a free economy 
and the promotion of a free and independent press. 

3 Capt. Noel Bowater, Bowaters & Lloyds Sales Co., Ltd., in exhibit N-116 at p. 381. 
4 Export Control Schedule No. 21 (October 1, 1941). 

5’ War Production Board, Limitation Order L-240, December 31, 1942 (8 F. R. 6). 

6 See NPA Notice No. 1, December 27, 1950. 


7 NPA Release No. 130. December 28, 1950, 
® NPA Release No. 62, November 16, 1950. 





PART 1 
NEWSPRINT 
I. Tae SHortace or NEWSPRINT 
INADEQUACY OF UNITED STATES SUPPLY 


Of all the aspects of the newsprint investigation conducted by the 
subcommittee, none is more striking than the shortage of newsprint 
for the newspapers of this country which has persisted throughout 
the past decade, except during the latter part of 1949 and the first 
few months of 1950 when production temporarily exceeded demand. 
Newsprint consumption in the United States between 1933 and 1950 
has more than doubled, while per capita consumption had, by the 
end of 1950, reached an all-time high of 78.4 pounds—almost a 
third more than in 1937. Daily circulation of newspapers jumped 
from little over 41 million copies in 1940 to well over 52 million copies 
by 1948. Sunday circulations demonstrated an even more phenome- 
nal growth. Concomitantly with circulation, size of newspapers 
expanded. According to John Hinman, president of the Interna- 
tional Paper Co.: 

During the five prewar vears United States daily newspapers in 39 States 
averaged 27 pages in size. Last vear they averaged 34 pages. In the five prewar 
years, Sunday papers averaged 83 pages. Last year they averaged 107 pages.! 
It should be noted, however, that Congressman Brown testified that 
a small] decrease in newspaper advertising would obviate the shortage. 
He said: 

If there is a drop of about 5 percent, and certainly if there is a drop of 10 pere 
cent, in advertising lineage in the newspapers of this country, we shall not have 
any newsprint shortage problem; we shall have a surplus, 

With the United States preempting almost two-thirds of the world 
supply of newsprint, it was estimated that 1951 would see consumption 
in this country swell to over 6,000,000 tons. 

Because of the continual rise in newsprint needs reflected by these 
figures, production statistics have failed to keep pace with those of 
demand although the increase in production by 1950 had already 
approximated estimated total consumption requirements for the year 
1960..% Mr. Hinman submitted statistical evidence to show that 
capacity had been increased by more than enough to satisfy the 
demand which had been anticipated on the basis of past consump- 
tion.” He testified as follows: 

Mr. McCuttocn. Stated another way, had consumption not exceeded the 
estimates upon which vou rely, would your productive capacity have equaled or 
exceeded that demand? 

Mr. Hinman. Yes, sir; the industry’s productive capacity would have. 

Within the United States, newsprint production reached its peak 
almost a quarter of a century ago when, in 1926, 1,687,000 tons of 





1 Hearings, p. 610. 
1a Exhibit N-6 at p. 30. 
ib Exhibit N-174, p. 484. 











2 NEWSPRINT 


newsprint paper were manufactured. The ebb tide of domestic news- 
print production occurred in 1944 when less than three-fourths of a 
million tons were made by American newsprint producers. Produc- 
tion in the United States for the year 1950 reached only 1,000,000 
tons. The significance of these figures may be better ev aluated when 
it is realized that in 1925, the United States produced over one-half 
of its newsprint supply. In the year 1949, little more than 16 percent 
of the newsprint needs of American publishers were furnished by 
domestic mills. 

The drastic decline in domestic production, coupled with the up- 
surge of newsprint demand, has been met in part only through 
tremendous increases in ne wsprint imports. Newsprint now ranks 
as the second largest commodity imported into the United States, 
being exceeded in value only by coffee. By far the largest proportion 
of this newsprint comes from Canada, which is currently furnishing 
approximately 80 percent of the newsprint consumed by American 
papers. Supplementary sources have principally been the Scandina- 
vian mills of Norway, Sweden, and Finland which, at varying intervals 
and to various extents, have augmented Canadian supply. 

Despite increased imports which have risen from 2,762,500 tons in 
1940 to 4,639,600 tons by 1949, the shortage in the United States has 
remained acute. Imports of newsprint from Scandinavia, which have 
risen since the end of World War II, have nevertheless fallen far short 
of tonnage supplied to the United States market by the Scandinavian 
countries during the late thirties. A United Nations memorandum re- 
garding the shor tage of newsprint indicated that total exports of news- 
print from the three Scandinavian countries of Norw ay, Sweden, and 
Finland had dropped 44 percent between 1937 and 1946,? while news- 
print capacity in the Scandinavian countries today stands at less than 
that for the year 1939. Scandinavian forests, overcut during the war, 
have been further depleted because of coal shortages which have neces- 
sitated resort to timber resources as fuel. 

Future pfospects of increased newsprint supply from Scandinavia 
likewise appear dim. The first 8 months of the year 1950 saw United 
States imports of newsprint from Norway, Sweden, and Finland de- 
crease approximately 30 percent from the figures for the same period 
of 1949. As the Inland Daily Press Association concluded in sum- 
ming up the current situation vis-A-vis Scandinavia, ‘‘the idle mill 
capacity in Scandinavia either cannot be used immediately to manu- 
facture newsprint or will not be used for that purpose.” ® 

Canadian statistics are somewhat more favorable. United States 
imports of newsprint from Canada rose from 2,205,600 tons in 1939 
to 4,108,500 tons in 1949, an increase of slightly less than 100 percent. 
A note of caution must be inserted, however, in reading these figures. 
The ability of Canadian producers to direct increasingly large amounts 
of tonnage to the United States market has been, to a large degree, 
an outgrowth of the international dollar shortage and at the expense 
of unsatisfied demand elsewhere in the world. 

Australia, for instance, which in 1947 imported more than 160,000 
tons of Canadian newsprint, is at present obtaining most of its needs 
from other sources. Today, according to Richard Doane, vice presi- 
dent of International Paper Co., “there is no business from Australia, 


§ United Nations Economic and Social Council, Memorandum E/727, printed in Exhibits, p. 1126. 
8 Exhibit, N-5, p. 22. 
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or if there is, it is so small.’ Argentina, which in 1947 received 
50,200 tons of Canadian newsprint, obtained only a pittance from 
Canadian companies during 1949. Brazil, as a final example, im- 
ported more than 40,000 tons of newsprint from Canada during 1946, 
but by 1949 its Canadian supply had dwindled to a mere 7,600 tons. 

Similar figures were cited by Cranston Williams, president of the 
American Newspaper Publishers Association, in answer to the question 
of where increased supply for the constantly growing United States 
demand had been originating. 


It is from a possibly temporary concentration of sales of Canadian newsprint to 
United States buyers— 


said Williams. 


Almost 91 percent of all Canadian newsprint shipments are now going to the 
United States, 7 percent go to Canadian publishers, and only 2 percent to other 
markets. Last year, other markets took 8.7 percent and the United States 85 
percent, and in 1939 other markets took almost 21 percent and the United States 
73 percent. In terms of tons, exports from Canada to other markets were 51,384 
tons for the first 5 months of 1950 compared with 189,841 tons in the same period 
of 1949, a drop of 138,457 tons. Shipments to the United States, on the other 
hand, rose 140,084 tons over the same 5-month period a year ago.5 

Increased imports from Canada to this country may also be at- 
tributable to greater production emanating from Canadian newsprint 
mills. Between 1940 and 1949, production of Candian companies in- 
creased from slightly more than 3% million tons to somewhat over 5 
million tons. And, as Robert Fowler, erstwhile president of the 
Newsprint Association of Canada, indicated in a memorandum sent to 
the Inland Daily Press Association, 1,000,000 tons of new capacity 
have been added to Canadian newsprint facilities since the prewar 
period. Six hundred thousand tons of this additional capacity have 
been achieved since 1946, an increase of 12% percent during the last 
4 years. 

These figures do not reveal the entire picture of Canadian newsprint 
supply because, despite the upsurge of newsprint demand, no new 
newsprint mill has been erected in the Dominion of Canada since 
1938, although it should be noted that at least one new Canadian mill 
is now under construction.** Canadian acceleration of newsprint pro- 
duction during the postwar period has been attained, according to Mr. 
Fowler, “partly from the installation of two large machines, but mainly 
by mechanical improvements and increased speed and efficiency of ex- 
isting machines.””® While 10 mills have been constructed or rebuilt by 
the Canadian pulp and paper industry since the end of the war, none of 
them was for the manufacture of newsprint paper. Instead, existing 
newsprint facilities have been pushed to the utmost in an effort to keep 
pace with rising demand. During 1947, 1948, and 1949, Canadian 
newsprint industry as a whole operated at 100 percent of capacity. 
The first 3 months of 1950 showed Canadian production dropping to 97 
or 98 percent of capacity, but production was again over 100 percent by 
April of last year, and Robert Fowler, of the Newsprint Association of 
Canada, predicted that operations would be at the rate of 100.5 and 
101.6 percent of capacity, respectively, for the months of May and 
June, 1950. 

The expansion of production through the taxing of existing plant 
and equipment to its limit has not only failed to keep abreast with 


4 Hearings, p. 719. 
§ Hearings, p. 142. 
ta Exhibits, p. 1007. 
¢ Exhibits, p. 31. 
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runaway newsprint demand but has allowed for no backlog of pro- 
ductive facilities for long-range expansion of newspapers, circulation, 
and advertising. As Cranston Williams, president of the American 
Newspaper Publishers Association, summarized the situation to the 
subcommittee: 


We have reached the point * * * in North American newsprint produc- 
tion, that everything is running at full tilt and there is no cushion, no leeway. 
A major disaster, the breaking of a dam or power going out, would lose production 
which if lost never comes back. It is gone. 7? 


WORLD-WIDE SHORTAGE 


The newsprint shortage is not a local affliction confined to the 
territory of the United States where demand has, as indicated, 
reached unprecedented heights. On the contrary, it is a world-wide 
disease which has plagued the free presses of the entire world. The 
United Nations Economic and Social Council, after a study of re- 
sponses to a statistical questionnaire transmitted to member govern- 
ments regarding supplies of newsprint, concluded in a memorandum: 8 

It is clear, however, that in most parts of the world there is a shortage of news- 
print, and that the distribution of supplies in terms of needs has shown no marked 
improvement. This situation, combined with other shortages of materials and 
supplies (presses, broadcasting and receiving equipment, film projectors, etc.) 
necessary to the collection, transmission, and dissemination of information, is 
certainly inhibiting its flow to the public. 

This memorandum further pointed out that among European 
countries which had replied to the questionnaire, all except Switzer- 
land had reported that they were short or very short of newsprint 
supplies. The United Kingdom, the world’s second largest consumer 
of newsprint, was in dire straits, anticipating for 1948 supplies of 
newsprint 30 percent less than those of 1937. Currently, the size of 
British newspapers has been limited to a 7-page average, almost 
double the wartime limit of 4 pages, but still far short of prewar 
averages ranging from 15 to 21 pages for daily issues and 25 pages for 
Sunday editions. 

The situation is also critical in Latin America, especially Argentina, 
where, according to one witness before the subcommittee, ‘‘two of 
the greatest newspapers in the world (La Prensa and La Nacion) are 
in danger of being forced to close because of the lack of newsprint.”’ , 
Argentine papers were reduced to 16 pages in 1948, and to 12 pages in 
1949. Despite these curtailments, May of 1950 saw Argentine reserves 
of newsprint paper shrink to a mere 5,000 tons. 

India, now one of the last Asiatic bulwarks against Communist 
expansion, is also in short supply. Per capita consumption in India 
of all kinds of paper per year is about 1 pound per person compared to 
the previously cited annual per capita figure of more than 75 pounds 
of newsprint paper alone in the United States. 

World newsprint production figures have been far from encouraging. 
Apart from Canada, the major producing countries of the world are 
the United States, England, and the Scandinavian nations. Total 
newsprint production in these latter countries, Robert Fowler of the 

? Hearings, p. 144. bs Z as : 4 

® United Nations Economic and Social Council, Memorandum (E/727) Concerning the Shortage of News 


print, printed in Exhibits, p. 1126. 
* Joshua B. Powers, Hearings, p. 247. 
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Newsprint Association of Canada has pointed out, actually decreased 
between 1939 and 1949 from 2,865,000 tons to 2,368,000 tons, a decline 
of almost 500,000 tons. 

The production of newsprint by the principal producing countries— 
concluded the United Nations study cited above 


which account for some 90 percent of the world’s newsprint output, was about 
15 percent lower in 1946 than in 1937, and in 1947 rose only slightly above the 
1946 level.'. 





Substantially the same figures were given to the subcommittee by 
the American Newspaper Guild in a summary of its report on news- 
print supply and distribution which stated in part: 

Newsprint output has declined sharply everywhere except on the North Ameri- 
can Continent. In 1947, world production of newsprint was almost one-third 
of a million tons below the 1935-39 average output, and about 1% million tons 
less than production in 1937, which had been the peak of the five prewar years.!! 

Rated newsprint capacity in the major newsprint manufacturing 
countries other than Canada is also down. In the United States, 
England, and Scandinavia, capacity in 1950 stood at less than it was 
in 1938. The effects 6f shrinking capacity have been compounded by 
the existence in many countries ‘of capacity unutilized and idle. 

According to the Department of Commerce, some 1,749,000 tons 
of idle capacity existed in countries of the world outside the United 
States during the year 1947. Figures on unused capacity for 1948 
and 1949 were placed at 1,266,000 tons and 1,065,000 tons, respec- 
tively, while the gap between capacity and production for the year 
1950 was estimated to be at well over 1,000,000 tons." 

Concrete examples of unutilized capacity as further amplification 
and illustration of these total figures may be noted. Great Britain, 
with a capacity of 800,000 tons ‘of new sprint, produced only slightly 
more than 500,000 tons during the year 1949. Capacity in Finland 
for 1948 was 548,000 tons, but produc tion lagged at only 356,000 tons, 
leaving idle capacity at about 35 percent. 

C henoes of rapidly employing world-wide capacity to its utmost 
appear dim. ‘Those countries where idle capacity exists, namely 
olnd France, Germany, Finland, Norway, and Japan, are beset 
by shortages of pulpwood, fuel, essential machinery, and labor. There 
are also the competing demands of wood and wood-pulp products which 
are likewise scarce. 

The shortage of newsprint has been augmented in certain areas of 
the world by currency restrictions and shortages of foreign exchange, 
particularly of ‘‘hard currencies.’”?’ Canada (including Newfound- 
land), the only country in the world where newsprint production has 
increased substantially over prewar levels, has consequently become 
only a limited newsprint source for nations pinched by the lack of 
dollar exchange. 

While the requirement of Canadian companies that payment be 
made on the basis of dollar exchange has redounded to the benefit of 
the United States, it has been particularly severe upon other nations 
of the world. Robert Fowler, president of the Newsprint Association 

4% Exhibits, p. 1126. 
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of Canada, summarized the extent to which Canadian supplies have 
been withdrawn from international markets as follows: 

Since the war, shipments overseas never quite reached prewar tonnages and, 
with the great expansion of Canadian production in the last 5 years, the perce entages 
of Canadian production going overseas fell even more rapidly from 22 percent 
before the war to 9 percent in 1949 and to an even smaller share in 1950. Progres- 
sively more severe shortages of dollars in countries outside North America reduced 
buying ability from about 700,000 tons in 1947 to 533,000 in 1948, and to less than 
450,000 tons in 1949. At the be ginning of this vear, the Newsprint Association of 


Canada estimated that increased dollar shortages might reduce oversea shipments 
to as low as 150,000 tons. 


While we have noted that much of the accelerated demand of the 
United States has heretofore been satisfied at the expense of the free 
press of other nations, the dangers inherent in this situation at a time 
when the peoples of the world must somehow be rallied behind Ameri- 
can foreign policy is obvious. Besides the ethical question of how long 
this condition should be allowed to prevail, there is the question of 
whether other nations will long forbear tapping Canadian supply. 
Long hard-pressed by paucity of dollars, Great Britain nevertheless 
resorted to the Canadian market for 25,000 toys of newsprint for the 
last half of 1950, according to an account in the Financial Post of 
Toronto, Ontario."* The Montreal Daily Star for May 5, 1950, re- 
ported that in order to avoid a crisis in the newspaper industry, 
Argentina had authorized the purchase of some 10,000 tons of news- 
print from Canada for delivery in June of last year.’ Furthermore, 
according to Cranston Williams, ANPA president, “India, South 
Africa, Australia, Ireland are all back now seeking Canadian news- 
print.’ "' 

Whether viewed from purely a national point of view or from an 
international perspective, the shortage of newsprint today is real and 
acute. Estimates of the differential between world production and 
potential world demand have varied from over 1,000,000 tons to 
more than 2,000,000 tons. The problem is too broad, the subject 
too complex, the figures too intricate, for the subcommittee to place 
a concrete numerical figure as to the inadequacy of world-wide newsprint 
supply. But the ev idence does compel the conclusion reached by the 
American Newspaper Publishers Association in one of its bulletins 
for this year that 
Supply of newsprint today just about equals a demand that is suppressed else- 


where than in the United States and Canada either for economic or political 
reasons. A free world market for newsprint could not be supplied today.” 


Nott Since the closing of the record of the subcommittee’s newsprint investigation and the writing of 
the above segment of this report, the latest newsprint statistics have appeared in a bulletin entitled ‘‘ News- 


print Data: 1950,’’ publishe vd yy the Newsprint Association of Canada. While in the light of these more 
recent figures, certain statistics appearing in the record and recited above may be in need of some revision, 
nevertheless, the over-all conclusions reached by the subcommittee regarding a domestic and world-wide 
shortage have received substantial reinforcement. Figures revealed in the report show that aside from 
Canadian production which in 1950 showed appreciable increases Over prewar (1935-39) averages, total 
production from the 33 other newsprint pre ducing countries of the world still fell shy of prewar levels. 
‘omparing 1951 with 1939 « 1p cities, the report of the Newsprint Association of Canada indicates that while 


( 
Canadian capacity increased 727,000 tons, total capacity of the other countries in the world decreased by 
672,000 tons. While idle capacity in the w a i had shrunk to an estimated 603, 000 tons for 1951, the report 
concluded that ‘‘Much of this may remain idle due to lack of raw materials. 

The United St ates, the rep rt indicated, now consumes 60 percent of current world supply. Annual 
consumption in 1950 was estimated at 5,900,000, and rising demand showed “no visible signs of halting.’ 
Estimates for 195 1 consumption were placed at more than 6,000,000 tons. Demand to date has, to a large 


oxte nt, been satisfied out of increased Canadian capacity and production. But, as already noted in the 
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subcommittee’s report, capacity has been strained to its utmost, with Canadian mills having operated at 
100 percent or more of rated capacity each year since 1946. In addition, Canadian supplies to foreign markets 
have been drastically cut by virtue of exchange and currency restrictions and dollar shortages. The News- 


rint Association of Canada indicated that “If * * * prewar percentages had prevailed in 1950, the 


J. 8. supply from Canada would have been 3,798,000 tons, or 912,000 less than the 4,710,000 tons of Canadian 
supply which U. 8S. actually obtained. Overseas countries would have received 1,160,500 tons, or 945,000 
tons more than the 215,000 they actually received.” 

In summary, the report of the Newsprint Association of Canada depicts a world shortage of 424,000 tons 
for the year 1950, ‘‘the largest shortage since 1946.’’ For 1951, the world shortage may shrink to only 367,000 
tons, but the caveat is added that ‘‘Given prewar trade conditions, current world demand would undoubt- 
edly be much greater * * *”’. Inthe United States, despite increased Canadian production and opera- 
tion at full capacity, as well as supply gained at the expense of countries lacking in hard currency, newsprint 
supply is estimated to fall some 130,000 tons short of demand during the present year. Concluded the report, 


“If U. S. consumption continues to increase in 1951, the outlook is one of very tight world supply and of 
possible shortage.” 


EFFECTS OF NEWSPRINT SHORTAGE 


The newsprint shortage has beset the newspapers of this country 
for the greater part of a decade. Its beginnings extend as far back 
as 1941 when increased aid to Europe and, finally, American partici- 
pation in World War II drew heavily upon our supply of wood pulp 
and pulp products. As one congressional committee investigating 
newsprint shortages during the postwar era described its birth: 

Accompanying the rapid rise in civilian and war activities throughout 1941 
and 1942, the demand for most materials, including print paper, increased tre- 
mendously. The demand was rapidly outstripping supply, and by the end of 
1942, it became apparent that the War Production Board would be forced to 
take steps to curtail the civilian use of virtually all pulp products * * *, 
Civilian demand in 1941 and subsequent years increased rapidly and upon this 
was superimposed military, lend-lease, and Government requirements which, while 
not large proportionate to our over-all supply, aggravated the already heavy 
increase in civilian demands for newsprint.!* 

Despite Government control of inventories, consumption, and paper 
weight during the war, supplies of newsprint remained short through- 
out the entire period, and “as the second quarter of 1945 approached, 
the paper shortage neared its most critical phase.”’ ”° 

Even after Government controls were lifted on January 1, 1946, the 
shortage of newsprint continued. In September of 1946, Richard 
Doane, then vice president of Canadian International Paper Co., 
wrote to one of International’s divisional offices that 
Although the realistic fact is consumption of newsprint over-all in the United 
States is evidently at a greater rate than the available supply from all sources, 
most people aren’t either facing the fact or are confused.?! 

Madden, Reeve Angel & Co., exclusive agents for the Finnish Paper 
Mills’ Association in the United States, writing from this country to 
their principals abroad in December of 1946, noted that 
* * * the most critical need for newsprint exists in the South and on the 
Pacific coast. * * * In addition, there are distressed buyers in the East.” 

Relief from the unremitting drought of newsprint did not occur until 
the latter part of 1949 and the first few months of 1950. International 
Paper assumed some new business during the last half of 1949 and 
beginning of 1950. Great Northern took on some new customers and 
increased requirements of old customers from the middle of 1949 
until sometime in 1950, while Crown Zellerbach ‘‘took business in the 
early part of the year.”’ 

But this respite was destined to be ephemeral. By the time the 
investigation of the newsprint industry by the subcommittee was under 
WH. Rept. 1467, 79th Cong., Ist sess., printed as exhibit N-73B at pp. 173-174. 
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way, supply of newsprint had already been ‘‘tight”’ for several months. 
Great Northern was no longer filling orders. Crown Zellerbach had 
been unable to fulfill requests for newsprint “more than ever, the 
last 2 or 3 months,” while International had “nothing to dispose of.’ 

The effect of this long period of newsprint scarcity on the ability 
of new publications to come into existence is a matter of great impor- 
tance. Evidence was presented before the subcommittee that at the 
present time it is extremely difficult for a new newspaper to begin 
publication. The nature of the difficulty was brought out by Mr. 
Denton’s questioning of Mr. Hinman, president of International 
Paper Co.: 


Mr. DENTON. Suppose a new man wanted to start a newspaper and you had 
contracts with other publishers that took up all of your newsprint. How is this 
new man going to get newsprint? 

Mr. Hinman. Well, unless he can find somebody who had it for sale, why, he 
just could not. 

Mr. Denton. And under the present situation it is practically impossible for 
a man to start a newspaper, because he cannot get newsprint. 

Mr. Hinman. I do not know. I mean there are many ways in which to get 
paper. 

Mr. Denton. Well, outside of black market. 

Mr. H1inMAN. Well, no; not involving the black market. I will give you a 
little illustration. All of last year, and so far this year, all of the ground-wood 
mills in the United States have operated about 80 percent of capacity. 

Now, a ground-wood mill can make newsprint, but the only reason that they 
do not make newsprint is because they cannot make it and sell it for $100 a ton. 
But there is that tonnage which is available if somebody wants to buy it at the 
price at which they are selling their other grades of paper. 

Mr. Denton. Is it a poorer grade paper? 

Mr. Hinman. No; it is usually a better grade of paper, but it commands a higher 
price. 

Now, if you say that a small publisher cannot afford to start a newspaper and 
pay, we will say, $140 a ton, but he could afford to start and pay $100, well, then, 
he may have difficulty getting newsprint. 

Mr. Denton. He what? 

Mr. H1nMAN. He may have difficulty in getting newsprint, but paper at $140 
a ton by these mills which I speak of is available, and has been. 

Mr. Denton, That is, a new publisher would have to pay a higher price—— 

Mr. Hinman,/ That is right. 

Mr. DENTON (continuing). To start out than one who is in the business. 

Mr. Hinman. If he could not get newsprint. 

Mr. Denton. Well, does not that just freeze the present press in this country, 
so that only those in business can stay in business and no new man can start up? 

Mr. Hinman. I think under today’s conditions it would be difficult.’ 


The chairman posed the problem this way to Mr. Caspar, vice 
president of the Great Northern Paper Co.: “Suppose I wanted to 
start a newspaper and I come to you as a customer I could not get new 
newsprint from you, could 1?” ‘You could not right now, Mr. 
Chairman,’ was Mr. Caspar’s reply. Mr. Zellerbach thought “it 
would be difficult for any man to start a new large publication today 
and find a source of supply for it,’”’ but he testified that a small paper 
using 10 or 20 tons of newsprint could always get started: 

Mr. Bryson.) Is it possible for a small newspaper, daily, weekly, or what not, 
to start publication now? Would it not be extremely difficult? 

Mr. ZELLERBACH. When you talk about “small,” you are talking about a little 
one that uses maybe 10 tons or 20 tons? 

Mr. Bryson. Yes. 


Mr. ZELLERBACH. I think you can always start those, 
The CHAIRMAN. You can what? 


— 
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Mr. ZELLERBACH. You can always start those sized papers. 
The CHarrMAN. You say you can start them? 
Mr. ZELLERBACH. Yes. 


Mr. CHairRMAN. Where are you going to get the paper and at what price? 

Mr. ZELLERBACH. If you get it at all from us, you get it at the market price. 
And, then, you cannot run a production of 300,000 tons a year and never get to 
a point where you cannot take out 10 tons, even if you have to take it off the top 
of some of our bigger accounts.”’ 24 

Correspondence received by the subcommittee reinforces the state- 
ments of these representatives of leading newsprint concerns con- 
cerning the difficulties encountered by new publications. Leonard V. 
Finder, publisher of the Strafford Star, a New Hampshire afternoon 
daily, recently endeavored to obtain newsprint at contract prices in 
order to assume the publication of some small weeklies and monthlies 
without success. Wrote Finder to the chairman last August: 

Our efforts to date have included requests made to Price Bros. (now furnishing 
us under contract with 150 tons necessary for our daily) and Wright Bros. Sen- 


ator Tobey was kind enough to approach International Paper Co. and others. 
His efforts and ours have resulted only in refusals. 


Congressman McKinnon, Representative of the Twenty-third 
Congressional District of C ‘alifornia, who appeared before the sub- 
committee as a witness, summarized the plight of those who sought 
to initiate new publications in the United States: 

If another man wanted to start a newspaper in San Diego tomorrow, irrespec- 
tive of the amount of capital and the risk involved, irrespective of the difficulty 
of getting features and many other things contingent upon the newspaper business, 
he is still blocked_because there is no newsprint company that can serve him with 
a newsprint contract, and that is not only in San Diego, that is up and down the 
west coast, and I imagine it prevails tn the East also.* 


The phenonenon of scarcity of newsprint sources for new publishing 
enterprises has not been one which has appeared only during present- 
day market conditions. Evidence strongly suggests its frequent re- 
currence during the past era of newsprint shortage. A memorandum 
of a meeting of the officials of the G. H. Mead Co., for example, held 
in Tortonto on October 9, 1946, reveals that at that time the com- 
pany was a “not in a position to take on any new business whatever. 
* * *727 One year later the company still considered it “simply 
impossible to pret aes taking on any new business.” * 

In mid-1947, a general letter sent out by Richard Doane, then of 
International Paper Sales Co., pointed out that there has been— 
no change in our (International’s) position that inquiries for newsprint from new 


accounts will continue to be turned down and we reaffirm the existing blanket 
instructions that there is to be no solicitation of business from anvone.”® 


D. W. Sherman of Consolidated Paper Sales, Ltd., was categorical 
in his testimony that as of February 1946, ‘We had no tonnage at 
any price.’ And Mr. Savage of the Newsprint Association of 
Canada noted in mid-1947 that “the mills simply have no newsprint 
for sale.”’ *° 

The impact of the shortage of newsprint upon traditional American 
institutions, and especially upon the freedom of the press, was de- 


* Hearings, p. 943. 
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scribed {by {Representative McKinnon, of California, who testified 
as follows: 


I do not think there is any doubt in anyone’s mind that traditional freedom of 
the press—and, by that, I mean a free opportunity for anyone to engage in the 
publishing business—is dependent upon an ample supply of newsprint at a 
reasonable price level. Such a supply is not available, to my knowledge, at the 
present time, nor has there been any available supply since the Government 
started newsprint rationing back in the early vears of the war. Recently on the 
west coast the supply has commenced to tighten even more than it was during 
the war years.*! 

It is clear that existing publications have been affected by the 
persisting newsprint shortage. There is evidence to indicate that 
newsprint shortages were to at least a slight extent responsible for the 
discontinuance of publication during 1949 of a few newspapers. 
Professor Malone of the William Allen White School of Journalism 
expressed the opinion that the newsprint shortage was an important 
element in the discontinuance of probably 20 or 25 of the 200- odd daily 
and weekly newspapers which ceased publication in that year. 

After this opinion was expressed, the cbairman addressed a ques- 
tionnaire to each of the 209 papers which had gone out of business in 
1949 asking if the newsprint shortage contributed to“ (a) a large degree, 
(b) a small degree, or (c) no degree”’ to discontinuance of publication. 
One hundred and seventy two of the papers made no response to the 
questionnaire. Six of the papers which replied stated that the short- 
age of newsprint was to a small degree responsible for the discontinu- 
ance of publication, and only two stated that the shortage was responsi- 
ble to a large degree.* These questionnaires do not indicate that the 

1 
newsprint shortage was a major factor in the discontinuance of the 
publication of these two-hundred-odd papers, and Cranston Williams, 
president of ANPA, assured the subcommittee that no newspaper 
had suspended “‘solely for the lack of newsprint. 

The opinion was expressed that the newsprint shortage has tended 
to encourage mergers of newspapers in a somewhat unexpected manner. 
Sam Eubanks of the American Newspaper Guild believed that pub- 
lishers with adequate supplies of newsprint were able to sell their 
papers on favorable terms for that reason. He testified: 

Immediately after the war there was a serious shortage of newsprint. I am 
speaking of 1946, 1947, and on up almost through 1948. There was less newsprint 
being produced than was needed. 

Now, various of these papers that suspended at that time we believe were sold 
for the purpose of capitalizing on their newsprint contracts. In other words, 
a@ newspaper owner in a given city would have a firm commitment with a mill for 
the delivery of, sav, 10,000 or 20,000 tons of newsprint a vear during those critical 
vears at the mill price. We believe that in several instances the value of his 
property was considerably enhanced by reason of possessing that contract and 
he could capitalize it by transferring ownership of his property to a competitor 
and realizing upon the premium value of newsprint in those months and years.”’ 35 

John Perry, president of the Western Newspaper Union, expressed 
the opinion that the newsprint shortage had “forced a tremendous lot 
of mergers.’”’ The subcommittee has no evidence, however, of any 
specific instances where publishers in a poor newsprint position were 
forced by the shortage to merge with stronger rivals. Congressman 
Brown, who headed a congressional investigation of the newsprint 
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industry in the Eightieth Congress, was of the opinion that no con- 
solidations were brought about because of an inability to obtain 
newsprint.® 

The newspapers which have weathered the long period of newsprint 
shortage have encountered frequent hardship and difficulty. One 
committee investigating newsprint shortages found in 1947 that, 
although as far as it could ascertain no newspaper had been forced to 
discontinue as a result of newsprint shortages, “‘many newspapers were 
compelled to drastically reduce the number of pages printed and, i 
some instances, found it necessar y to reject a great amount of adver ti is- 
ing offered, and to curtail or stop the acceptance of new subscriptions.” 
A year later, the same committee noted that “Newsprint supply is 
gradually catching up with demand, yet many United States pub- 
lishers are still unable to obtain all of the newsprint they desire.”’ * 

Newsprint shortages have had their greatest impact upon the 
smaller newspapers of the Nation. During the war period, some degree 
of protection from dwindling sources of supply was accorded small 
publications by virtue of Government regulations. Daily papers of 
5,000 circulation of no more than eight pages were permitted to pub- 
lish without any cut in allocated tonnage. Even then, “the very 
small papers had no contracts at all, and bought hand-to-mouth and, 
in most cases, they were the ones that suffered the most diffic ulty 
during the last war.” * After controls were lifted, however, ‘‘many 
weeklies found themselves without tonnage, some in part due to ship- 
ping difficulties. Many newspapers were compelled to reduce adver- 
tising and were compelled to limit the number of pages.’’ ” 

A prior congressional committee found that during this period, the 
American Newspaper Publishers Association did a splendid job in 
aiding small papers to obtain critical supplies, ‘“‘ Yet these smaller 
publishers question their right to live only by the sympathy of the 
larger publishers.”’ *! 

William Canfield, secretary-manager of the Inland Daily Press As- 
sociation, 56 percent of whose members have circulations of less than 
10,000, explained to the subcommittee why small papers are particu- 
larly vulnerable to failing supplies of newsprint paper. 

The one big reason why these smaller newspapers are more vulnerable to news- 
print shortages than newspapers of larger circulation is that it is probably safe 
to say that all newspapers over 10,000 circulation now have contracts for their 
newsprint supplies directly with newsprint mills, while many newspapers under 
10,000 circulation do not have such contracts. They buy through paper jobbers 
and, therefore, are not as well protected when a situation of tight newsprint 
supply develops.” 

Canfield explained further that the jobber, upon whom the small 
papers without contracts must rely for newsprint supplies, is wont to 
curtail orders from small customers when “opportunities to peddle 
some of his newsprint for a higher price”’ arise. 

% Hearings, p. 330. 

37 H. Rept. 1042, 80th Cong., Ist sess., printed as exhibit N-74 at p. 206. 
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Even under ordinary conditions, small publishers purchasing from 
jobbers must pay a slight upcharge over contract prices.* But when 
supplies of newsprint are short, these noncontract purchasers are the 
ones who are in the greatest danger of falling victim to black-market 
prices. 

Representative Ellsworth from Oregon, former editor and publisher, 
and presently part owner, of the Roseburg News Review, Roseburg, 
Oreg., testified that since both the size and the circulation of his paper 
had increased ‘““We have had considerable trouble and considerable 
cost as a result of the shortage of newsprint,” and recalled one instance 
in 1946 when, having exhausted his regular contract allotment of 
newsprint at $100 a ton, he was forced to pay a supplier of foreign 
newsprint as high as $250 for additional tonnage.“ 

Frank Jepson of Madden, Reeve Angel & Co., representatives of the 
Finnish Paper Mills’ Association in the United States, wrote in 1947 
of the plight of Gene Pope, owner of Il Progresso, who jwould “indeed 
be in a critical position if we éannot ship him an additional five or six 
hundred tons this year.” It was further noted, however, that Pope 
would “gladly pay a higher price for this tonnage.” © 

James Donaldson, an importer of Scandinavian wood pulp, received 
$150 per ton for newsprint from one newspaper in short supply only 
3 or 4 days before he appeared before the subcommittee, while the 
Hellertown Herald, located in Hellertown, Pa. consumed a ton and a 
half of newsprint during 1949, its final year of publication, at a cost of 
$220 per ton.* 

Government publications, no less than independent papers, have 
felt the pangs of newsprint hunger. The annual report of the Public 
Printer in 1947 indicated that 
the supply of newsprint used in the publication of the Congressional Record 
reached a point at the close of the first session of the Kightieth Congress of only 
enough on hand for 2 days’ issue. Had the Congress continued in session, it 
would have been necessary to resort to costly substitution—that is, if the Record 
were to be published.*? 

In June of last year, only two bids were received by the Government 
Printing Office for supplying newsprint requirements, one of which was 
16 percent above the previous contract price and the other gave no 
firm price whatever. Two companies receiving invitations returned 
their proposals without any quotations while none of the other 33 
firms solicited tendered any response. 

Although Government Printing Office needs are less than 3,000 tons 
per year or only a third of 1 percent of United States production and 
less than one-twentieth of 1 percent of consumption, the Office has 
recently been in continual short supply and has had to restrict news- 
print consumption during the last 2 years for printing only the Con- 
gressional Record and the Federal Register. 

Philip Cole, representing the Public Printer, set forth the difficulties 
encountered by the Government Printing Office, as follows: 

Mr. Cougs. We have not received coverage on newsprint and we have received 
practically no bids in the last 5 years. 

43 “Smaller newspapers can seldom afford to buy a carload of ne wspt nt at one time. Ordinarily they 
use newsprint sheets rather than rolls, and almost always they purchase in the open market rather than 
under contracts. Each of these features distinguishes their purchases from those on which the base price 
is que ted, an . for each they must pay an additional charge. The open market price is about 10 percent 


hicher thar ‘contract price, and sheet paper usually costs about 20 percent more than rolls. The price 
tressively as the size of the purchase diminishes.’”’ Release, Departe 





fo less-t han- cal rload lots increases | 
ment of i ustice, May 24, 1939, exhibit N-182A at p. 490. 

** Hearings, pp. 254, 256 

6 Ex hibit N 151, p. 460. 

© Exhibit N-6A, p. 37. 

47 Annual Report of the Public}Printer, 1947, cited in Hearings, p. 31 


NEWSPRINT 13 


The CnHarrMan. Would you say that today’s conditions are such that the 
Government cannot get newsprint? 

Mr. Cougs. We are getting newsprint, but it is a terrible struggle. We have 
to fight for every pound or every ton we get. * 


A type of integration which the subcommittee shall have occasion 
to discuss again in this report, namely that between existing publishers 
and newsprint companies, should also be noted as an aftermath of 
inadequate supplies of newsprint. According to Professor Guthrie, 
professor of economics, and director, bureau of economic and business 
research, State College of W ashington, and author of the Newsprint 
Paper Industry, published by Harvard University Press in 1941, and 
The Economies of Pulp and Paper, published in 1950: 


Another significant trend in ownership which has recently been accelerated is 
that of integration between newsprint producers and newspaper publishers. An 
early important tie-up between publishers and producers occurred in 1913 when 
the Chicago Tribune began making newsprint in its own mill in Thorold, Ontario. 
This integration was extended in 1938 with the building of the Baie Comeau mill, 
to supply the New York Daily News, an affiliate of the Tribune Co. Another 
important tie-up between publishers and newsprint producers occurred in 1928 
when the New York Times purchased 49 percent of the capital stock of the Spruce 
Falls Paper Co. in Kapuskasing, Ontario. In 1936, 24 American publishers 
bought a substantial amount of stock in the Great Lakes Paper Co. of Fort 
William, Ontario. 

Most of the nine newsprint firms in the United States have some tie-up with 
newspaper publishers. A substantial interest in the Inland Empire Paper Co. of 
Millwood, Wash., has been held for some time by the Spokane Spokesman- 
Review and Spokane Daily Chronicle. A group of southern publishers own a 
considerable amount of the stock of the Southland Paper Mills of Lufkin, Tex. 
‘he Pejepscot Paper Co., of Brunswick, Maine, was bought by Hearst Publica- 
tions in 1946. The West Tacoma Newsprint Co. of Tacoma, Wash., was pur- 
chased by a group of Pacific coast publishers in 1947 and the company began pro- 
ducing newsprint. A group of publishers, principally the Los Angeles Times and 
the Salt Lake City Deseret News, purchased the Hawley Pulp & Paper Co. of 
Oregon in 1948 and changed its name to the Publishers’ Paper Co. The News 
Svndicate, publishers of the New York Dailv News was reported in 1948 to have 
bought a $500,000 interest in the St. Croix Paper Co. of Maine * * *, 

Viftv-one percent of the common stock of the Coosa River Newsprint Co. of 
Alabama was purchased by 127 publishers who also signed contracts for paper. 
Thus, it appears that most of the American newsprint companies, except the two 
largest, Great Northern and Crown-Zellerbach, have some financial tie-up with 
newspaper publishers.‘9 


The subcommittee does not intend to level any criticism against 
the papers which have been forced to purchase interests in newsprint 
companies in order to assure adequate sources of supply. Had it not 
been for certain of these publishers, a number of new facilities in this 
country would yet to be forthcoming. But the subcommittee must at 
least take cognizance of the development of a trend which may further 
imperil the tenuous position of many smaller papers. 

Mr. Zellerbach referred to the “crisis’’ on the west coast when the 
Hawley Pulp and Paper Co., which had been purchased by publishers 
in 1948, served notice on numerous small papers that their contracts 
would be canceled.” And Senator Dworshak, of Idaho, quoted from a 
letter written by R. S. Tofflemire, publisher of the Times News at 
Twin Falls, Idaho, complaining that: 

One of the reasons some smaller newspapers are having difficulty getting 
sufficient newsprint is that they have been buying from the smaller producers 
which are being bought up by the larger papers. Maybe these larger newspapers 

48 Hearings, p. 317. 


Hearings, pp. 214-215, 
50 Hearings, p. 943. 
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must make these moves for their own protection, but that contributes to the 
problem nevertheless.*! 

The ramifications of newsprint shortages have in nowise been con- 
fined to the United States, but, on the contrary, have extended 
throughout the world. In 1947, current supplies in Austria, Den- 
mark, Hungary, Ireland, and the Netherlands were more than 40 
percent less than in 1937 and even further below existing require- 
ments.” 

In Great Britain, as previously noted, size of newspapers has been 
severely curtailed, and Sir Eric Bowater, magnate of the Bowater 
paper enterprises, in his 1949 Review, indicated what would occur 
were limitations on the number of newspaper pages removed. 
Imagine— 
said Sir Eric 


then what the situation would be were the newspapers of this country alone able 


to return to a more normal size. There would immediately develop something 
akin to a famine in newsprint.® 


Per capita consumption of newsprint in the United Kingdom (includ- 
ing Ireland) has fallen from 52.2 pounds in 1939 to only 17.4 pounds 
in 1948. 

Joshua Powers informed the subcommittee that— 
Newsprint is now in short supply in the more important countries of Latin Amer- 
1ca 
citing the precarious positions of La Prensa and La Nacion, as well as 
restrictive conditions in other countries such as Colombia, Venezuela, 
New Zealand and Australia. And, in December of last year, an 
ANPA bulletin reported the existence of a newsprint shortage in 
Western Germany. 

A United Press report, dated November 15, 1950, and appearing 
subsequent te the subcommittee’s hearings, indicated a serious situa- 
tion in Rio de Janeiro, Brazil, where 


Afternoon newspapers failed to appear today and no morning dailies will circu- 
late tomorrow, by agreement among the publishers, in the face of Brazil’s worst 
newsprint shortage since the end of World War II. 


Publishers there as well as in other South American countries could 
find little hope for relief in the statement of Robert Fowler, president 
of the Newsprint Association of Canada, made at the Inter-American 
Press Conference in New York on October 12,1950, that at the present 
time 


I know of no mill in Canada that could accept a substantial new order for news- 
print for shipment to a publisher in Latin America.» 


At home, a situation has been created in which, as one witness told 
the subcommittee: 

* * * the shortage of newsprint in this country is making it possible for 
social, political, and economic views, as expressed through the news and editorial 
columns of the press, to be controlled not by natural public demand and public 
acceptance but by whomever is able to lay hands on the largest tonnage of news- 
print.© 
® Hearings, p. 186 
®% Exhibits, p. 1127 
83 Cited in Hearings, p. 464. 

& Cited in ANPA Bulletin No. 67-1950, October 16, 1950 
&% Robert L. Smith, Los Angeles Daily News, Hearings, p. 578. 
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The reverberations of the newsprint shortage in other freedom- 
loving countries throughout the world is also a matter of great con- 
cern to the subcommittee. Erwin Canham, editor of the Christian 
Science Monitor, characterized the newsprint shortage in most 
countries of the world as ‘‘an iron curtain of the mind,” and enumer- 
ated the following four conclusions: 

First, the grave shortages of newsprint existing in many parts of the world are 
seriously inhibiting the people’s right to know. 

Second, since an adequate flow of information to the people is vital to the preser- 
vation of all their freedoms, the world shortages are a major impediment to the 
attainment of peace and the preservation of free government. 

Third, the imbalance which exists between newsprint supplies available to 
American newspapers on the one hand and to newspapers in many other countries 
on the other is an unhealthy and undesirable situation. 

Fourth, anything that can properly be done to make more newsprint available 
everywhere in the world will be a net contribution to the cause of peace. 


PRIOR CONGRESSIONAL INVESTIGATIONS OF NEWSPRINT SHORTAGES 


Since 1943, newsprint shortages have been investigated by congres- 
sional committees in every session of the Congress. The Boren 
committee and the Brown’ committee in the House as well as the 
Capehart committee in the Senate each held lengthy hearings regard- 
ing pressing shortages of newsprint.” The House Interstate Com- 
merce Committee is by resolution authorized to investigate the news- 
print industry during the Ejighty-second Congress. Moreover, a 
committee of the United States Senate, prior to the release of this 
report, has issued a preliminary report drawn to a large degree from 
the record of this subcommittee. In view of the plethora of congres- 
sional investigations which have already probed into the subject of 
newsprint, it is appropriate to refer briefly to the motives which 
prompted this subcommittee to conduct its inquiry. 

It should first be emphasized that despite the continued vigilance 
of the Congress regarding supplies of newsprint, an acute newsprint 
shortage exists today and has persisted over the greater part of a 
decade. This should not be taken as criticism of the works of previous 
congressional bodies. Indeed, this subcommittee feels that their 
actions have been highly commendatory and have performed a vital 
service to the Nation and to the free press of this country. 

The concrete results of the Boren committee during the Seventy- 
eighth and Seventy-ninth Congresses were manifold. Conservation 
of pulp and paper was fostered; possible utilization of lighter weight 
paper during emergency periods was investigated; adequate supplies 
of pulpwood were furnished during critical times through obtaining 
the labor of prisoners of war; supervision over the paper activities of 
the War Production Board was maintained. 

The Brown committee did much to encourage increased production 
of newsprint at a time of critical supply. The committee lent its 
auspices to the erection of new and independent newsprint facilities 
for the production of newsprint in the United States. It was the 
last recourse for numerous publishers in dire straits for lack of news- 
print. Its contribution to maintaining the independent press of this 
country was signal. 





56 Hearings, p. 289. 


8? Citations of the hearings and reports of these committees as well as of all congressional hearings on news- 
print and related subjects appear in exhibit N-75, p. 213. 
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None of these investigations, however, had as their principal objec- 
tive the determination of whether there was an undue concentration 
of economic power in the newsprint industry and if so, how such power 
should or could be curtailed. On the contrary, the Boren committee 
specifically stated that: 

Much of the subcommittee’s activities in the field of newsprint and other 
phases of the pulp and paper industry, therefore, were not corrective in their 
aims, but rather preventative.® 

The Brown committee also made no attempt to connect newsprint 
shortages with possible violations of the antitrust laws. The investi- 
gation by the present subcommittee, therefore, has explored ground 
hitherto untread by congressional committees. 


Il. Tue Newsprint INpustryY 
TECHNOLOGY AND RESOURCES 


Composition of ne wsprint paper 


Before the advent of modern machine typesetting and high-speed 
rotary presses, the chief component in the production of paper for 
newspapers was rags.” Wood pulp played no part in commercial 
paper manufacture in North America until 1854; it was 1890 before 
such pulp was used extensively in the manufacture of newsprint 
paper. Rag pulp was last used in the making of newsprint for ordinary 
use about the year 1895. 

Today, however, newsprint is manufactured out of a felicitous 
combination of ground wood and chemical pulps. Ground wood pulp 
comprises about 85 percent of the composition of newsprint and is 
made by forcing blocks of wood sideways against a grindstone. 
Sometimes called mechanical pulp for this reason, it is by far the 
simplest and most reasonable pulp to produce and provides the body 
and substance of newsprint paper. 

Remaining ingredients in the potion for newsprint consist of chem- 
ical pulps, either sulfite or sulfate, which result from cooking wood 
chips in acid or alkaline solutions at higb temperatures and pressures 
until lignin and other noncellulose parts of the wood are dissolved. 
Chemical pulps provide longer fibers which facilitate the drainage of 
water from the sheet as it is formed at high speed and likewise add 
tensile strength. 

When made in the above proportions, the final product is denom- 
inated newsprint and will weigh on the average of 32 pounds per ream 
of 500 sheets having dimensions of 24 by 36 inches. Approximately 
one-cord of wood will have been consumed for each ton of newsprint 
paper produced. 

The basic requirements of newsprint are cheap cost, light color, 
adequate strength, and satisfactory printing features.” These char- 
acteristics are most readily found in newsprint produced from ground 
wood and unbleached sulfite pulps derived from spruce and fir and 
other softwoods such as hemlock. These softwoods are long-fibered, 
light in color, and medium to low in density, and have, until recently, 
been found in plenitude in the Northeast, Great Lakes, and Northwest 


’ 


regions of the United States, and in large areas in Canada. Since 


*H. Rept. 1889, 78th Cong., 2d sess., printed as exhibit N-73A, p. 156. 
89 Hearings, p. 169 
60 Hearings, p. 297 


% Hearings, p. 275. 
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1940, newsprint has also been manufactured from southern pine. As 
shown in the following chart, it is possible to utilize other softwoods 
in the production of newsprint in proportions as high as 50 percent in 
mixtures with more desirable species, although, with the exception of 
the jack pine, none of these other woods is now being used in appre- 
ciable quantities. 


Suitability of woods for manufacture into newsprint by regions and species } 


Approximate percentage usable in mix 











Region = ey i te 
100 a 25 
Northeast and Lake States....--| Spruce balsam fir_-_.-.--- Paper birch-_-_- All others. 
| Yellow birch_-.- 
Aspen 
Cottonwood 
Jack pine ; 
| Yellow poplar_- 
| Eastern hemlock 
| Eastern white pine 
Rocky Mountain..............- Engelmann spruce---....| Douglas fir___- aes Do. 
gy, 5 | ee eee ..| Ponderosa pine 
Lodgepole pine___...---- Aspen 
Western hemlock __._...| Cottonwood 
| Western white pine 
West coast eae Weste - hemlock dal LN nos. 5055<e Do. 
True firs ..| Ponderosa pine 
Enge im ann spruce iis Sugar pine 
Sitka spruce_-_-......-.. 
| Lodgepole pine 
South....... ee Be | Southern pines .----| Cottonwood 


enieneetes Do. 
Willow ions 
| Tupelo 
| Sweetgum 
| Other light-colored hard- 
woods. 


1 Exhibit N-56, p. 121. 


The development of newsprint made from southern pines merits 
special attention. Its actuality stems from the studies and researches 
of Dr. Charles Herty, a research chemist who, during the 1930’s, 
discovered a process for grinding southern pine into eroundwood 
pulp which could be successfully used in the production of high quality 
ne wsprint paper. 

Two newsprint mills now located in the South utilize southern 
pines exclusively for ground wood and chemical pulp. Favorable 
advantage lies in the fact that southern pine matures within 15 
years as compared with periods of up to 60 years for northern soft- 
woods. According to Arthur G. Wakeman, executive vice president 
of the Coosa River Newsprint Co., located in Coosa Pines, Ala., the 
price per cord for southern wood has generally been lower than for 
softwoods consumed in the northern mills, although the cost of pre- 
paring the pulp has run somewhat higher in the South because southern 
woods are harder, more dense, and have longer fibers and larger diam- 
eters than have the pulpwoods of the North and consequently require 
more extensive preparation. Likewise, the chemical pulp from 
southern pine is sulfate pulp and requires bleac ‘hing and refining before 
it is suitable for use while northern mills utilize sulfite pulp needing 
no bleaching and considerably less refining.” 





* Hearings, pp. 759, 760. 
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The quality of newsprint produced from southern woods compares 
favorably with that derived from northern spruce, firs, or hemlock, 


although there are several differences which Mr. W akeman desc ribed 
as follows: 


The sheet has to be acceptable to the buyer and he wants a clean sheet with a 
good color, strong enough to run through his presses without breaks, good print- 
ing surface, minimum of ink strike-through, no fuzz or lint, and a good ‘‘feel,’ 
as we callit. A sheet can be made that will come somewhere near meeting these 
requirements but it is not easy to get all the desirable characteristics from the 
southern wood. The fibers, as I have stated, are longer and larger in diameter. 
This has a tendency to make the paper more absorbent of the ink and makes the 


sheet willowy, giving it a limp feel that the northern paper does not have. One 
of the outstanding characteristics of the southern paper is its tearing strength 
which is inherent in the wood because of its long, strong fibers. <A strong tear 


means good running qualities on the presses with few breaks.® 


Considerable experimentation has occurred in an effort to develop 
processes whereby hardwoods may be turned into ground wood pulp 
suitable wr? use in newsprint. About 2.7 million cords of hardwoods, 
or about 13 percent of all pulpwood used in the United States, are 
currently i «1 into pulp and paper products. Only a small portion 
of this, however, appears as mechanical or ground wood pulp, although 
low-density hardwoods such as aspen and other poplars produce a 
ground wood pulp of fair quality suitable for magazine book paper 
and newsprint. 

The chief obstacle to the use of ground wood pulp derived from 
hardwoods lies in its low strength. The New York State College of 
Forestry, however, has developed a technique for the production of 
“chemigroundwood” pulps through treating woods with sodium 
sulfite liquor at high temperatures and pressures. Ground wood pulp 
yielded by this process is claimed to be as satisfactory as ground wood 
coming from spruce and may be made from existing mechanical 
pulping equipment once new facilities for supplying pulping liquors 
and for chemical pretreatments are installed. Professors Libby and 
O’ Neill, in charge of the hardwood-pulping project at the New York 
State College of Forestry, asserted the following economic advantages 
of the chemigroundwood process: 


1. Aspen and birch pulp may be manufactured with an expenditure of approxi- 
mately 60 percent of the power required for the manufacture of spruce pulp. 
On a cost basis this represents an economy in electrical energy of more than $2 
per ton of pulp manufactured. Beech and maple woods are pulped with even 
greater ease. 

2. The production rate for aspen pulp is approximately 20 percent and for 
birch pulp it is over 30 percent greater than it is for spruce pulp. This factor 
would enable existing equipment to increase its production by an equivalent 
amount when grinding these hardwoods and reduce the investment in new plants 
by alike percentage. Beech and maple woods are pulped at a considerably higher 
rate than is aspen or birch. 

3. The greatest economic advantage of the chemigroundwood pulps is the fact 
that the density of the most available hardwoods enables them to produce approx- 
imately 25 percent more pulp per cord of wood than can be obtained from the 
coniferous woods like spruce. Birch wood, for example, yields approximately 
2,900 pouncs of chemigroundwood pulp per cord in comparison with not more 
than 2,200 pounds of mechanical pulp from spruce. This 700 pounds of addi- 
tional pulp produced by the dense hardwoods has a value of $22.75 at current 
prices of $65 per ton for spruce mechanical pulp. This single advantage is suffi- 
ciently great to more than several times absorb the additional costs of steam, 
chemicals, and labor which are required for the manufacture of chemigroundwood 
pulps. 


#3 Hearings, p. 760. 
Exhibits, p. 1002. 
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The Forest Products Laboratory operated by the Department of 
Agriculture, has recently reported another procedure for making low- 
cost ground wood pulp from hardwoods in which wood chips are 
soaked in cold caustic soda solution for 2 hours and are then ground 
in a disk mill. To date, however, such pulps have only been used in 
producing corrugating board on an experimental basis and further 
research is necessary before it is known whether ground wood pulp 
made in this manner will produce usable newsprint. Similarly, the 
Forest Products Laboratory has developed a significant improvement 
in the pulping of hardwoods through the production of semi-chemical 
pulps having strengths approaching those of softwood pulps with 
yields almost 50 percent greater.® 

Whether hardwoods can be utilized profitably on a commercial 
basis in the production of newsprint must still await large-scale 
mill trials. Although some characteristics of hardwoods will require 
larger costs, perhaps these may be offset by the higher yield of pulp 
from hardwoods as well as, in many instances, lower wood costs. 

The quest for practical substitutes for wood pulps in the production 
of newsprint has led to the revaluation and experimentation with 
straw pulps, once a common ingredient in newsprint produced from 
rags and early wood pulps prior to 1890. The Northern Regional 
Research Laboratory of the Department of Agriculture has within the 
past few years developed straw pulps of good quality which could be 
used ia the production of newsprint. H. R. Josephson, presently chief 
of the Division of Forest Economics of the Forest Service, Department 
of Agriculture, described the conduct of the laboratory’s experiments 
as follows: 

About 2 years ago large-scale trials were made at the Ontario Paper Co. mill, 
Thorold, Ontario, using one of these straw pulps mixed with ground-wood and 
sulfite pulps for newsprint. In this trial straw pulp was added to the mixture 
of ground-wood and sulfite pulps in amounts from 5 to 15 percent of the total 
fiber content. A report of the experiment states that costs were raised some- 


what by the use of straw fiber but that the straw fiber could be used as a sub- 
stitute for wood fiber up to possibly 25 percent of the total fiber used. 


It was indicated by one witness that straw pulps could be fully 
substituted for chemical pulps which constitute up to 20 percent of 
newsprint and up to 75 percent of the substance of fine papers.” 
Full-scale use of wheat straw in newsprint would add from $5 to $8 
an acre to the income of Kansas wheat farmers. 

Perhaps one of the most promising replacements for wood pulp in 
the manufacture of newsprint is pulp derived from the wastes of sugar 
cane, commonly called bagasse. Newsprint made from bagasse has 
already been tried with favorable results in this country. The most 
notable experiment of this type was the publication of a special edition 
of the 100-year-old Holyoke Transcript-Telegram at Holyoke, Mass., 
during January of 1950. General consensus agreed on the success of 
this undertaking and the Paper Trade Journal of February 9, 1950, 
while noting that certain technological difficulties still remained for 
solution, concluded with regard to the Holyoke trial: 

The results of the test show that paper can be made from bagasse by the Tim- 


lowski technique and that it is not hard to run at speeds up to 160 feet per min- 
ute. * * * Jt would appear from the results to date that the logical grades 
6 Hearings, p. 276. 


% Hearings, p. 277. 
6? John R. Malone, William Allen White School of Journalism, Hearings, p. 374. 
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for this pulp are: (1) Nine point corrugating medium; (2) lower grades of writing 


and tablet, (3) various printing papers; (4) greaseproof and glassine.® 


The subcommittee has also received documents and correspondence 
indicating that another method of producing newsprint and other 
cellulose products successfully from bagasse, the De La Roza process, 
has been perfected to the stage where it is now ready for commercial 
use. 

Scientific ingenuity has not been content merely to discover formulas 
to vain capable understudies for the roles currently played by 
wood pulps in the production of newsprint. It has gone on to find 
practical means of sa ilvaging and reconstruc ting papers which have 
already felt the black imprint of the printer’s press. ‘Today, newsprint 
made from old ne wspapers is a commercial reality. 

Newsprint de ‘rived from old paper was first produced in a Chicago 
mill about 25 vears ago but operations lasted for only a few days. 
Within the past fe ‘w years, however, a method of producing newsprint 
from old newspapers through a cold water de-inking process in which 
disintegrated paper is treated with a swelling agent and ink separated 
from fibers by flotation, has been successfully developed. About 
4,000 tons of newsprint produced from old paper were manufactured 
at a mill in Cheboygan, Wis. which, for a short period of time, 
utilized a de-inking process promoted by Frank Oldham, president of 
the American Industrial Co. in Buffalo. At present, repulped news- 
print by the Oldham cold-water process is coming from a mill located 
in Gary, Ind., and financed by nine publishers headed by J. R. Snyder 
of the Gary Post Tribune. It is estimated that when the two machines 
of this mill begin to operate at full capac ity, the Gary plant will turn 
out about 150 tons of newsprint per day. 

Mr. Oldham told the subcommittee that good quality newsprint 
could be made via the cold-water de-inking process and sold at a 
market price of $100 a ton and still yield a substantial profit. Mills 
constructed to produce newsprint from old newspapers by the cold- 
water method cost only one-tenth as much as integrated newsprint 
mills producing ground wood and sulfite pulp from pulpwoods and 
consist of smaller economic units than do the older, conventional type 
mills. Supplies of old paper are plentiful and Oldham estimated that 
up to 500,000 tons of newsprint could be made by de-inking without 
affecting the waste-paper market.” 

The Reolde system is another method of obtaining newsprint from 
waste paper through impregnating shredded paper with chemicals, 
adding water, agitating, and w ashing. A single-cylinder machine with 
dimensions of 12 by 5 feet, the Reolde unit has a pulp capacity of a ton 
per hour. All operations except shredding are conducted in one 
Reolde machine yielding wet pulp ready for processing into paper. 
This process has been patented by the United States Patent Office but 
has not yet been placed on a commercial basis. Its sponsors claim, 
however, that— 

The commercial feasibility of our system is based on low cost per unit, its com- 
pactness, lending itself to adaptation to any size mill or processing plant, plus 
the fact that it can be installed right at the source of supply of raw stock, which 
could be any large town or city. ‘Total cost per ton of finished pulp is governed 


by cost of raw stock. If transportation of raw stock is minimized, this will reflect 
as a direct saving.” 





68 Exhibits, p. 1199. 

® Hearings, p. 900. 

7 Hearings, pp. 897-902. 
"1 Exhibits, p. 983. 
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Forest resources of the United States 


Discussion of the technology of newsprint production would be in- 
complete if some mention were not made of timber and wood resources 
since possibilities for increased production, kinds of pulp made, the 
situs of newsprint and other plants, as well as costs and plant construec- 
tion are inextricably tied to the location and composition of North 
American forests. 

Pulp mills located in the Northeast and in the Lake States regions 
of the United States depend largely upon rapidly dwindling supplies of 
spruce and firs. These species have declined quantitatively in recent 
years so that currently, one-third of the total pulpwood requirements 
of these regions must be imported from Canada. In the Northeast, 
the volume of softwoods originally exceeded hardwoods, but the situa- 
tion is now heavily reversed with 35 percent of the present growing 
stock consisting of softwoods and 65 percent of hardwoods.” 

One estimate of timber supplies in New York and New England, 
where the pulpwood situation has been critical, places available quan- 
tities of hardwoods at 315 million cords and of softwoods at 178 million 
cords.” In New York, only 24 percent of the pulpwood required by 
the pulp and paper industry of that State is obtained from within the 
State, and “the general forest problem in the State of New York may 
be expressed as one of shortage of the kinds of wood required to sustain 
the existing industries and to supply consumers with wood products.”’ 
Alvin Caspar,vice president of the Great Northern Paper Co., described 
the prevailing situation in New England in commenting on the possi- 
bilities for increased expansion of newsprint production in that area: 

* in New England * * * thereisa problem of wood supply. Cut 
and growth of softwood are closely balanced. The Forest Service estimates a 
small surplus growth, but it is too small to warrant any appreciable increase in 
production by the paper companies in that area * * Even though the 
Service reports that, in New England, on holdings of over 50,000 acres * * * 
95 percent of the cutting practice was good or fair in 1944 and prior vears, I do not 
believe that the State of Maine or New England could sustain any considerable 
increase in production of pulp and paper.” 

Large volumes of timber suitable for newsprint, including western 
hemlock, true firs, spruce, Douglas fir, and lodgepole pine are contained 
in the timber stands of the Northwest. Approximi itelvy one-third of 
the total volume of timber in the United States lies in the Douglas fir 
subregion of Oregon and Washington alone.”© Much valuable timber 
in this area, however, which could otherwise be utilized has lone been 
wasted in logging and sawmill operations. 

Reports indicate that in the Rocky Mountain region, fairly large 
supplies of suitable pulp timber such as spruce and lodgepole pine 
exist. A recent survey of western Colorado revealed approximately 
400,000 acres of timber, much of it spruce suitable for newsprint or 
kraft.” 

The southern pine belt, which stretches along the coast from Vir- 
ginia to Texas and embraces Tennessee and Arkansas has forest ex- 
tending over 183,000,000 acres or about 40 percent of the total com- 
mercial forest area of the United States. Approximately 43 percent 


—— 


7 Exhibits, p. 999. 

73 Ibid 

4 C.J. McCormick, Acting Secretary of Agriculture, in exhibit N-188, p. 494. 
5 Hearings, p. S11. 
6 Hea iar p. 273 
? Exhi tN 5 at p. 2. 
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of the growing stock is pine and other softwoods, while the remainder 
consists of various hardwoods. 

Despite the bounty of timber bestowed by nature upon this region, 
the growing stock in the area has steadily declined. According to the 
Forest Service— 

Recent findings of the Forest Survey in Mississippi, South Carolina, and Florida 
show an average dectine of 13 percent in softwood growing stock, chiefly pine, 
since the mid-1930’s. The total volume of hardwoods in these States dec! fend an 
average of 5 pereent in the same period.”8 

Here, too, much wood has gone to waste through logging and manu- 
facturing operations, annual wood loss through these activities being 
placed at 26,000,000 cords. Some 13,000, 000 cords of timber lost 
through fire or other destruction together w ith | 1,000,000 cords of cull 
trees make the total unutilized wood resources of the South add up to 
early 50,000,000 cords per year. 

Viewing the United States as a whole, figures disclose the existence 
of forest resources in some areas which could support new newsprint 
production, but only if emphasis is placed upon utilization of hard- 
woods, materials now wasted, and measures designed to increase 
greater timber growth. The following table presents a regional break- 
down of annual timber growth and drain within the United States: 


Volume, growth, and drain of timber on commercial forest lands of the United 
States, by regions, 19 Lb 1 


[ Millions of cubic fect] 


Timber stand volume Annual timber growth 


Region er a abet dea 

Total Softwoods | Hardwoods Total Softwoods | Hardwoods 

Northeast_- 51, 985 16, 694 55, 291 2, 294 692 1, 602 
Lake 23, 200 7, 000 16, 200 812 178 634 
Central and Plains 24,715 1, 748 22, 967 1, 560 106 1, 454 
South 130, 874 58, 332 72, 542 6, 391 3, 520 2, 871 
Rocky Mountain 48, 792 47, 501 1, 291 35 714 21 
Pacific coast 190, 479 188, 722 , 757 1,5 78 | 1, 546 32 
Total United States 470, 045 319, 997 150, 048 13, 370 6, 756 6, 614 


Annual timber drain Difference between growth and drain 


Region 





Total Softwoods | Hardwoods Total Softwoods | Hardwoods 

Northeast 1, 607 555 1, 052 +687 +137 +550 
Lake 747 323 424 +65 —145 +210 
Central and Plains 1,319 56 , 263 +241 | +50 +191 
South 6, 461 3, 703 2, 758 —70 —183 +113 
Rocky Mountain 420 412 8 +315 | +302 +13 
Pacific coast 3, 107 3, 102 5 | —1, 529 —1, 556 | +27 
Total United States 13, 661 8,151 | 510 | —291 | nal 395 | +1, 104 





1 Exhibit N-55, p. 120. 


Forest resources of Canada 


Rich silvan land extends throughout many provinces of Canada. 
Quebec and Ontario, from which emanates the great bulk of Canadian 
newsprint production, contain somewhere between 500 and 600 mil- 
lion cords of pulpwood consisting of spruce and balsam fir. A re- 
port of Forest Resources of Ontario, compiled in 1930, indicated 


7% Prepared statement of H. R. Josephson, Division of Forest Economies, Forest Service, Department of 
Agriculture, Hearings, p. 272. 
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110,000,000 acres of forest under protection of the Crown in that 
Province. Other woodlands exist in Newfoundland, Nova Scotia, 
New Brunswick, Alberta, and British Columbia. The most abundant 
species of these forests is spruce, followed by jackpine, lodgepole pine, 
balsam firs, and poplars. These species comprise 70 percent of the 
total stand of accessible timber in the Dominion, estimated at 190 
billion cubic feet. White birch and other hardwoods make up 19 
percent and other softwoods the remaining 11 percent of accessible 
timber. An additional 120 billion cubic feet exist in Canadian forests 
whici have been classified as inaccessible. 

Two factors tend to diminish the potentiality of Canadian timber 
resources: One, poor forest management and conservation policies; 
and, two, an outbreak of the spruce budworm which has ravaged large 
areas of forests. 

A report of the Ontario Royal Commission on Forestry, submitted 
to the Lieutenant Governor of Ontario by the commissioner, Howard 
Kennedy, in 1947 and offered to the subcommittee as an exhibit by 
Dr. B. C. Eckhardt, pastor, First Church of Christ, London, On- 
tario, ® describes in detail the mismanagement of timber resources in 
only one Canadian Province, Ontario. The most striking impression 
received by the commission during its entire study of Ontario’s forests 
was “the tremendous, almost incredible, waste resulting from single- 
purpose operations carried on in the past and still being ‘carried on by 
most of the operators.’ *° 

Noting that spruce had been overcut with a corresponding undercut 
in jack pine and balsam, the commission warned that— 

The preference of pulp mills for spruce will similarly remove that species as a 
major component of our forests unless remedial measures are taken.*! 

Evidence obtained by the commission showed that white-pine stands 
of the Ottawa Valley were currently supporting only a few operators 
although some billion feet of white pine formerly had been vielded an- 
nually. The white and red-pine forests of the Georgian Bay district 
had been all but obliterated, and hundreds of thousands of acres of 
wasteland had replaced the once fecund forests of the Trent Valley 
watershed. Where reforestation had occurred, it had proven success- 
ful, but, stated the commission’s report, “it has been the child of 
chance rather than of design.” * Concluded the commission: 

It is timely to note that the history of forest operations in this Province, with 
few exceptions, has been that of ‘‘cut out and get out.” ® 

The spruce budworm has also cut a wide swath of devastation 
throughout Canadian forests. First noticed in the areas adjoining 
Sault Ste. Marie in 1936, the spruce budworm epidemic has ‘already 
killed hundreds of thousands of cords of balsam in widely scattered 
areas and threatens many millions of cords of balsam and white spruce 
throughout the province.’” 

Current estimates of the damage wrought by the budworm have 
run to 250,000,000 cords of wood, enough to build a belt 4 feet high 
and 60 feet wide around the earth at its equator. The worm has 


79 Hearings, p. 447. 

8 Report of the Ontario Royal Commission on Forestry?(hereafter cited as the Kennedy Report) (1947), 
». 16. 
: %! Kennedy Report, p. 9. 

82 Kennedy Report, p. 56. 

8 Kennedy Report, p. 9. 

* Kennedy Report, p. 115. 
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spread from the Quebec border to the Manitoba border encompassing 
trees in some 60,000 square miles of territory and leaving in its wake 
food and nurture for countless swarms of secondary insects such as 
the hemlock looper, the pine sawfly, the white-pine weevil, the Euro- 
pean pine-shoot moth, and others which destroy the usable timber 
that remains before it can be cut and salvaged. In calculating the 
effects of the inroads made by the budworm in existing timber stands, 
the Forest Service of the Department of Agriculture warned the sub- 
committee that “unless halted, this outbreak could seriously affect 
the pulp and paper industry’’.*® 

Despite the blight of the budworm and the practices of forest mis- 
management indicated in the Kennedy report, the forests of Canada 
appear capable of even further yields. R.O.Sweezy, a former director 
of the Brompton Pulp & Paper Co., indicated that it was now possible 
to increase production of newsprint in both the Province of Ontario 
and the Province of Quebec. Another witness estimated that with 
proper husbanding techniques, “the Dominion of Canada possesses 
adequate timber resources with supporting tributary water power to 
increase the productive capacity of the newsprint, pulp, paper, and 
diversified lumber industries by 100 percent.” *’ Charles Moreau, of 
the National Editorial Association, cited a study by the Canadian 
Pulp and Paper Association indicating that it requires an area only 
10 miles by 40 miles in dimensions to sustain operations of a news- 
print mill producing 600 tons of newsprint a day in perpetuity under 
proper management. Theoretically, at least, this would permit the es- 
tablishment of some 500 additional newsprint mills in Canada alone. ** 
The pote ntial of 4 Vlaska 


The northward portion of the lush forest growth which achieves its 
most prolific yields in the State of Washington and then proceeds in a 
northerly direction covering the Pacific coastal area of Canada appears 
in Alaska. Here, occupying some 73 percent of the southeastern 
Alaskan Panhandle, lies the Tongass National Forest embracing 
16,073,000 acres and containing an abundance of virgin timber capable 
of furnishing annually 1,600,000 cords of wood on a sustained-yield 
basis. 

Potential commercial timber in the Tongass Forest of Alaska, 75 
percent of which lies within 245 miles of tidewater, grows on between 
4 and 5 million acres of land in an average volume ranging between 
15,000 and 20,000 board feet per acre. Trees are predominantly west- 
ern hemlock which grow in mixed stands with Sitka spruce, western 
red cedar, and Alaska cedar. Those suitable for commercial use ex- 
tend from 2 to 4 feet in diameter, rise from 85 to 140 feet in height, 
and total some 78}; billion board feet in the following proportions: 


Feet, board 


Sr. es 
I measure Percent 
Western hemlock 58. 000. 000. 000 74 
Sitka spruce 15, 800, 000, 000 20 
Western red cedar ae 2, 350, 000, 000 3 
Alaska cedar oo 2, 350, 000, 000 
Total . 78, 500, 000, 000 1 100 


'E xhibits, p. 

% Hearings, p. 274. 
8 Hearings, p. 43 
88 Hearings, p. 352 
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Control of this vast area of verdure rests with the Forest Service 
of the Department of Agriculture which admjnisters all national 
forests. Three attempts by the Forest Service within recent years to 
establish a pulp and paper industry in this area have failed to achieve 
the erection of a single mill, although the Ketchikan Pulp & Paper 
Co., an affiliate of Puget Sound Pulp & Timber Co., has acquired a 
plant site at a cost of approximately $150,000 and has expended close 
to $200,000 on engineering and plans. Another $100,000 has been 
deposited with the Forest Service as a bond for the fulfillment of its 
obligations in connection with the purchase of national forest timber. 

No timber may be exported from the national forests in Alaska for 
pulping elsewhere under a regulation promulgated by the Secretary of 

Agriculture, although if the entire output of timber from the Tongass 
Forest were devoted to pulp,manufacture, it would be sufficient to 
produce 800,000 tons of sulfate pulp or well over 1,000,000 tons of 
newsprint a year. Despite the fact that the ramifications of this 
regulation extend far bevond the borders of Alaska, the Department of 

Agriculture has felt that the development of the Territory would best 
be encouraged if pulp mills were required to be erected adjacent to 

Alaskan timber inasmuch as “five major pulp or paper mills which 

can be permanently supported from timber of the Tongass National 

Forest would support directly and indirectly approximately 30,000 


residents in southeast Alaska.’’ *° 
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Miscellaneous requirements 


Discussion of newsprint technology and resources would not be 
complete without indicating requirements for the production of news- 
print other than abundant supplies of suitable timber. These are 
(1) ample supplies of water for paper making and to dispose of the 
effluent; (2) cheap power; (3) good transportation facilities; (4) supply 
of efficient labor. Without minimizing their importance, these essen- 
tials will be discussed but briefly. 

A striking example of the importance of fresh water in newsprint 
production is found in the quantity consumed by the Lufkin mull in 
Texas. The Lufkin plant obtains its requirements, some 30,000 gal- 
lons of water per ton of newsprint production, from a large artesian 
well located in the vicinity of the mill. This mill alone consumes 
approximately 13,000,000 gallons of water per day.” 

Cheap power is necessary for the production of the ground-wood 
pulp, the largest component of newsprint paper, and a modern mill 
producing 500 to 600 tons of paper daily can consume as much as 
50,000 horsepower. Water power, both as direct and as hydroelectric 
power, is the type most frequently used in the industry, and many 
mills have been located near the mouths of rivers where such natural 
water power is available at low cost and in large quantities. The 
Lufkin mill in Texas, however, has substituted gas as a fuel to produce 
its electric energy in place of hydroelectric power. The vast natural 


gas resources of Texas permit a generating capacity by that plant of 


35,000 kilowatts at a generating cost comparing favorably with 
hydroelectric power used in other areas. The Coosa River Newsprint 
Co.’s power plant is near the coal fields of Alabama and generates 
power from coal. 

Transportation plays a dual role in the newsprint industry. Not 
only must the finished product be carried to users who are located 
great distances away from the situs of newsprint mills, but raw mate- 
rials, mostly logs, must be brought from the forests to be ground and 
processed at.the mills. In the latter instance, rivers have again 
proven of great value by providing a ready means by which pulp- 
wood may be logged and floated to the mills at a reasonable cost. 
Water diminishes in importance, however, when it comes to trans- 
porting newsprint from mills to paper consumers, for rail is more 
commonly used in disbursing newsprint throughout the North 
American Continent. Statistics showing the distribution of news- 
print portage among various transportation media were presented in 
the following summary by Professor Guthrie: 

Movement of Canadian newsprint to American markets is predominantly by 
rail. According to a survey by the American Newspaper Publishers Association 
in 1940, 61 percent of Canadian newsprint consumed in the United States was 
shipped by rail, 37 percent by water, 2 percent by rail and water, and a negligible 


amount by truck.®*! 

Professor Guthrie further noted that shipments out of Canada from 
mills located on tidewater and on the Great Lakes were via water only 
during the summertime as the lakes and rivers became frozen during 
most of the winter months. Largest water shipments of newsprint 
made in the United States come from mills located in Washington 
and Oregon. 





© Hearings, p. 768. 
% Hearings, p. 213. 
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The importance of transportation as a factor in the newsprint 
industry is well portrayed in the instance of Alaska, which, although 
it abounds in timber and power resources, currently is beset by a trans- 
portation problem. Ira Mason, Chief of the Division of Timber 
Management of the Forest Service, summed up the effect of trans- 
portation difficulties upon potential ente rprise within the Territory in 
one sentence. “It appears doubtful,’ stated Mason, “whether any 
manufacturer will locate a pulp plant in Alaska unless he considers it 
practicable to obtain lower shipping costs than current rates between 
southeastern Alaska and Seattle.” ** Mason opined that perhaps com- 
pany towage through the inland passage would provide solution to 
this impasse. 

As in any large industry, labor plays a vital part in the production 
of newsprint, both in logging operations and in the mills. This is 
evidenced by the cone lusion of the Boren committee investigating 
newsprint supply during the last war that the shortage of ne wsprint 
prevailing at that time ‘‘could be solved only by bringing additional 
manpower into the woods.” Mr. Boeschenstein, who occupied the 
position of Director of the Forest Products Bureau of the WPB in 
1944, declared that during the early war period, ‘Shortage of woods 
labor has been the primary obstacle to increased pulpwood produc- 
tion.” “* In order to procure adequate paper supplies during the last 
war, it became necessary to deploy some 20,000 prisoners of war as 
pulpwood cutters in American forests. These perfunctory statements 
reflect in only a small way the essential role of labor in the newsprint 
industry. 

HISTORY OF THE NEWSPRINT INDUSTRY “© 
Early years 

The year 1890 has been selected as the point of departure in be- 
ginning the history of the newsprint industry. It was about that 
year that wood pulp generally replaced rags as the basic constituent 
of newsprint paper. “While rags were still the mainstay of the in- 
dustry, it was inevitable that newsprint mills would be located in 
proximity to large cities which constituted both the primary sources 
of raw materials and also the largest markets for newsprint paper. 
The substitution of wood pulp for rags was consequently the first 
significant economic development of the industry. Henceforth, 
newsprint mills seeking a situs would locate in rustic areas adjacent to 
large stands of suitable timber. 

In 1890 there were 130 companies in the United States and 13 in 
Canada which produced newsprint paper. The mills of these com- 
panies were small in comparison with present-day structures, however, 
and had capacities for producing only a few tons of paper per day. 
Only a year before, in 1889, they had produced altogether a total of 
196,000 tons of newsprint, an average per mill of but 1,500 tons per 
year. Besides newsprint, these small firms also manufactured a 
variety of other paper products such as book paper, catalog, hanging 
(wall) paper, manila, wrapping, bag, and other items. 


% Hearings, p. 791. 

%3 H. Rept. 1467, 79th Cong., Ist sess., printed as exhibit N-73B at p. 183. 

% Thid. 

% This portion of the report has been drawn largely from the testimony and material furnished to the 
subcommittee by the following witnesses: Harold E. Holman, Chief, Forest Products Division, Office of 
Industry and Commerce, United States Department of Commerce; L. Ethan Ellis, professor of history, 
Rutgers University, New Brunswick, N.J.; John A. Guthrie, professor of economics, State College of Wash- 
ington, Pullman, Wash.; H. R. Josephson, Assistant Chief, Division of Forest Economies, Forest Service, 
Department of Agriculture; Joseph M. P. Donohoe, Chief, Lumber-Paper ,Division, United States Tarif 
Commission. 











28 NEWSPRINT 


Competition among the mills at the turn of the last century was 
vigorous with prices declining steadily between 1879 and 1898. In 
the latter year, however, the International Paper Co. was incorporated, 
amalgamating the mills of 19 formerly independent and competing 
companies in the United States and controlling, according to a former 
president of that organization, between two-thirds and three-quarters 
of the newsprint capacity on the North American Continent. As one 
financial organ of the day noted, this merger was born “of the fear of 
bankruptcy ae ruin, as compe ‘tition among the manufacturers had 
gone beyond all reasonable bounds.”’ 

By 1910 the number of independent concerns producing newsprint 
in the United States had been more than halved, although there were 
still 57 companies operating about 75 mills. While by this time the 
capacity of a few mills had attained the figure of 200 tons per day, 
most mills still remained small with 45 mills in the United States and 
8 in Canada having capacities of no better than 50 tons per day. 
Despite the decline in the number of competing concerns, production 
in the United States had doubled since the turn of the century, rising 
from 569,000 tons in 1899 to 1,168,000 tons by 1909. Most of this 
newsprint had been manufactured in northern New York State, 
Maine, and other sections of New England where there was an abun- 
dant growth of spruce and fir. Many mills had turned, now, from 
the production of diversified paper products and were concentrating 
on making newsprint alone. 

The tariff 

One of the most important landmarks in new sprint annals occurred 
in 1911. Prior thereto, newsprint entering the United States from 
other nations had been subject to tariff duties of various rates ranging 
from a 20 percent ad valorem levy in the post Civil War era to less 
than half a cet per pound, in some instances, during the first decade of 
this century.. This economic policy, however, was destined to be 
completely reversed. 

By virtue of section 2 of the act of July 26, 1911, known as the Canadian 
Reciprocity Act, newsprint paper and other papers composed of specified types of 
pulp, that is ground-wood and sulfite pulp, if valued at not more than 4 cents per 
pound, when imported directly from Canada, were to be admitted free of duty 
provided no restrictions of any kind were placed on the exportation of these papers 
or the wood pulp of which they are composed, from Canada.” 

Since 1913, newsprint has been on the free list in all tariff legislation. 

In the early tariff acts, as well as in the Canadian Reciprocity Act 
which inaugurated the importing of newsprint without duty, free 
entry was accorded newsprint paper with reference to price. Para- 
graph 567 of the Tariff Act of 1913 withheld levy from all printing 
papers including newsprint valued at not above 24 cents per pound, 
but this maximum was increased to 5 cents per pound by the act of 
1916. Subsequent statutes, however, have referred specifically to 
what has been denominated “standard newsprint paper.” 

While having no general definition, the specifications of standard 
newsprint p: \per have been enunciated by the Treasury Department 
in a series of decisions. It has been held, first, that ne wsprint paper 
must be that kind of paper commonly used in the printing of news- 
papers. This paper must weigh between 30 and 35 pounds per ream 


% Cited in Hearings, p. 198. 
*’ Hearings, p. 293. 
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of 500 sheets 24 by 36 inches. If in rolls, the paper must be no less 
than 16 inches wide and 28 inches in diameter, and, if in sheets, not 
less than 20 by 30 inches in dimensions. The size of newsprint rolls 
has latterly been reduced by act of Congress to 15 inches. Composi- 
tion of the paper must be of not less than 70 percent ground wood, 
with the remaining portion of unbleached sulfite. Bleached sulfate 
is permitted if combined with slightly higher proportions of ground 
wood. Further requisites of standard ne wsprint paper were summa- 
rized by Joseph M. P. Donohoe, Chief, Lumber Paper Division, United 
States Tariff Commission, as follows: 

The paper must test not over 50 percent gloss; and must not exceed 614 percent 
in ash content. It must not exceed 10 seconds in water transudation by the 
ground-glass method nor exceed 5 seconds by any other method. It must be 
no more than 0.004 inch thick with 5 percent tolerance. That is, it might be 
5 percent upward. Broadly, that did not exclude all kinds of colored newsprint, 
but did pretty strongly confine it to the regularly used type of newsprint.” 

Certain minor changes in the specifications of standard newsprint 
paper have been made by various statutes passed by Congress from 
time to time to meet certain exigencies. Standard newsprint paper 
has been permitted free entry ‘in trade agreements with Canada 
effective January 1, 1936, and January 1, 1939, in a trade agreement 
with Finland effective November 2, 1936, and in the Geneva agree- 
ment of 1948. 

The removal of all tariff barriers on standard newsprint paper gave 
impetus to increased newsprint production in Canada and corre- 
spondingly greater imports from that country into the United States. 
In 1913 Canadian new sprint production was only about 350,000 tons 
compared to 1,305,000 produced in the United States. Canadian 
exports to this country in that year were only 117,000 tons, or about 
a third of total Canadian production. Only 13 years later, in 1926, 
Canadian production had eclipsed that in the United States, and the 
Dominion was exporting to this country almost as much newsprint 
as was manufactured by all domestic mills combined. 

The removal of the tariff had no immediate effect on the manu- 
facture of newsprint by American mills. Production in the United 
States continued to rise, although with only a small degree of accelera- 
tion, until 1926 when it reached an all-time high of 1,687,000 tons. 
This tonnage emanated from 39 domestic mills but was sufficient to 
supply less than half of total United States requirements for that year. 


Expansion of the industry 


Continued development of American newsprint production and 
rapid acceleration of Canadian production was stimulated to a large 
degree by the era of postwar prosperity which followed the First 
World War. Capital was reported to have been entering Canadian 
industry at the rate of $3% million per month during the year 1924. 
Between 1920 and 1930, newsprint production in Canada rose from 
considerably less than a million tons to about 2% million tons, while, 
as noted before, production in the United States continued to increase 
until 1926. The Newsprint Service Bureau depicted this phenomenal 
expansion of the newsprint industry on the North American Continent 
in the following paragraph: 

In the 12 years 1919-30, inclusive, 114 new machines with a daily rated capacity 
of 10,163 tons, were added to the North American newsprint industry in a building 


9§ Hearings, p. 298. 
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boom of unprecedented magnitude. The brakes had gone off at the end of the 
First World War, demand was strong and prices were high for several years. Con- 
servative old companies expanded and ambitious new ones were promoted. With 
extensive timber limits and large water powers, Canada led the procession with 
91 new machines in this period rated at 8,408 tons per day; the United States came 
along with 17 machines and 1,235 tons per day. The big new mill in Newfound- 
land started with four machines in 1925, and the older mill in the colony added a 
large machine. These 12 years brought over 3,000,000 tons of annual productive 
capacity to the continent based on original ratings and in reality much more be- 
cause in many cases later speedings-up have resulted in output 50 percent more 
than at the start.% 

The year 1926 marked the point of departure for three distinguish- 
able but intimately related trends which severely altered the char- 
acter of the newsprint industry on the North American Continent. 
As shown in the chart on page 31, 1926 was the turning point for the 
decline in the production of newsprint by mills located in the United 
States, the sharp rise in the quantity of newsprint manufactured in 
Canada, and the concomitant jump in Canadian exports to the United 
States. 

Decline of American production 

Production of newsprint in the United States, which attained its 
zenith of 1,687,000 tons in 1926, gradually dwindled until by 1933 
it had fallen below the million ton mark. Thereafter, production 
in this country hovered steadily between 725,000 and 1,000,000 tons. 
In comparison, total United States production of paper and board 
rose from only 9.8 million tons in 1926 to 21.9 million tons in 1948, 
with much of this spectacular increase due to the conversion of ma- 
chines designed to produce newsprint to other paper and board 
products. Of the 21 new machines added by newsprint companies in 
the United States between 1919 and 1948 only 8 still remain in news- 
print production, others having all been turned to other grades. 

Two mills of the International Paper Co., located at Livermore, 
Maine, and Cérinth, N. Y., were converted from newsprint produc tion 
to manufacturing specialty oo a In 1946, the Manistique Pulp 
& Paper Co., in Manistique, Mich., shifted from newsprint production 
to the manufacture of wallpape As recently as 1947 and 1948, two 
newsprint machines oper ated by Crown Zellerbach Corp. were shifted 
to the production of book paper, while in 1946, the newsprint mill 
of the Maine Seaboard Co., in Bucksport, Maine, had been similarly 
converted to the manufacture of book paper. Of the 39 mills which 
accounted for United States Hoel rroduction in the year 1926, the 
number had shrunk to 28 by 19: _ 20 in 1941, and to a mere 13 by 
1947. Today, excluding the Gi: ary plant producing newsprint from 
de-inked newspapers, there exist in the United States only 11 mills 
engage din newsprint produc tion. 

The chart on page 32 shows mills in the United States which had 
ne wsprint- producing facilities in 1926, but which no longer have 

rapacity for newsprint manufacture. 





% Cited in H rings, p. 171 
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Mills in the United States with facilities for production of newsprint in 1926 no longer 


having neu 


Census regions and mills 


Northeast 
Algonquin Paper Co 


Cliff Paper Co 

Cushnoc Paper C 

De Grasse Paper Co 
Finch, Pruyn & Co., Inc 
Gilman Paper Co 
Gould Paper Co 


High Falls Pulp & Paper Co 
International Paper Co.? 
Oswegatchi Paper Co 
Oswego Falls Pulp & Paper 
Pejepscot Paper Co 

Sh n Paper Co 








St. George Paper Co 
St. Regis Paper Co 
Tidewater Paper Mills 
West End Paper Co 


North Central 
Alexandria Paper Co 
Consolidated Water Power & Paper Co 
Dels Paper & Pulp Co 
Escanaba Paper Co 
Flambeau Paper Co 
Grandfather Falls Co 
Great Western Paper Co 
Hennepin Paper Co 
It Blandin) Paper Co 
Manistique Pulp & Paper Co 
Minnesota & Ontario Paper 
Nekoosa-Edwards Paper Co 
Northwest Paper Co 
Watab Paper Co 
Waterway Paper Products Co 
Wisconsin River P & Pulp Co 


sca 


aper 


40-41 
nternational Paper Co 


manufactured 


9, pp 


ne of mill 


sprint capacity ! 


Location 


Ogdensburg, N. Y 

Niagara Falls, N. Y 
, Maine 
ae. 

Glens Falls, N. Y 

Gilman, Vt 

Lyons Falls, N. Y 

Chateaugay, N. Y 


om. s 
Fulton, N. Y 
Lisbon Falls, Maine 
Watertown, N. Y 
Norwalk, Conn 
Deferiet, N. Y 
South Brooklyn, N. Y 
Carthage, N. Y 


Alexandria, Ind 
Grand Rapids, Wis 
Kau Claire, Wis 
Escanaba, Mich 
Park Falls, Wis 
Merrill, Wis 

, Wis 
Little Falls, Minn 
Grand Rapids, Minn 
Manistique, Mich 
International Falls, Minn 
Port Edwards, Wis 
Brainerd, Minn 
Sartell, Minn 

i 
Stevens Point, Wis 


is not available 


newsprint are as follows 


Newsprint tonnage pro- 
duced in year in which 
mill m its largest 
newsprint production 


duced i 


ide ° 
newspri 


Newsprint 


Tons 





Year 


Tons 


1926 capacity 


n 
nt 


46, 895 1907 1, 511 
43, 876 1907 1, 697 
87, 690 1926 aH 
108, 22 1931 191 
39, 470 1906 3, 414 
50, 287 1912 7, 106 
28, 870 1902 | 827 
9, 475 1917 189 
14, 917 1911 42 
20, 241 1905 146 
17, 897 1911 1, 506 
14, 572 1900 | 2, 916 
5, 418 1917 272 
17, 210 1917 3, 787 
3, 961 1904 11 
35, OSI 1911 274 
44, 543 1929 26,113 
76l 1930 761 
iy 1930 3, 552 

5, 148 1906 3, 148 
2, 255 1900 2, 255 


tonnage 
last 


(in tons) 


29, 000 
13, 000 
20, 000 
56, 000 
44, 000 
17, 000 
30, 000 
8, 000 


16, 000 
11, 000 
. 000 
000 
000 
000 
000 
, 000 


», O00 
O00 
O00 
000 
O00 
, 000 
), 000 
2. 000 
, 000 
. 000 
000 
10, 000 
14, 000 
17, 000 
14, 000 
25, 000 


United States mills of International 


pro- 
year of 
production 


Year 


1930 
1930 
1937 
1940 
1930 
1920 
1924 
1924 
1928 
1935 
1930 
1922 
1922 
1927 
1905 
1924 
1930 
1930 
1930 
1906 
1900 
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Decline in United States newsprint production has been particularly 


noticeable in the Great Lakes region where, according to the Kennedy 
report: 


During the fourteen years ending 1935, the increase in the production of papers, 

other than newsprint, was 1,023,000 tons, while in the same period, ne wsprint 
production dropped by 137,000 tons.! 
By 1948, production in the North Central States of paper and board 
products other than newsprint had reached 6,373,000 tons while 
newsprint production barely attained 60,000 tons. Since 1949, two 
mills in this region have discontinued newsprint production, leaving 
at present a complete dearth of newsprint manufacture in the north 
central region of the United States. 

A somewhat similar pattern appears in the Northeast, where in 
1925 newsprint production was 953,000 tons, but by 1948 had fallen to 
only 443,000 tons. Much of this decline may be attributed to the 
defection of International Paper Co. which forsook the production 
of newsprint from most of its United States mills located in the 
Northeast after 1931. The extent of this diminution was indicated 
by John Hinman, president of the International Paper Co., when 
he pointed out: 


When International Paper Co. was formed in 1898, 90 percent of its production 
was newsprint, and all of it came from the United States. Today, we produce 
no newsprint in the United States.’ 


Growth of Canadian industry 

Accompanying the faltering of newsprint production in the United 
States was the rapid growth of newsprint manufacture in Canada. 
Output of Canadian newsprint mills in 1926 was 1,889,000 tons, or ap- 
proximately the equivalent of production by American mills. Only a 
decade later, this figure had exceeded 3,000,000 tons, and by 1949, 
Canadian production totaled over 5,000,000 tons or more than five 
times as much as that in the United States. Newsprint mills in 
Canada, which were only 21 in number during the year 1920, had 
risen to 36 by 1930. 

A large share in the development of the Canadian industry during 
this period may be attributable to American companies which aban- 
doned or converted their facilities for the production of newsprint in the 
United States and transferred their newsprint operations to Canada. 
In 1921, International Paper Co. had already constructed the Three 
Rivers mill in the Province of Quebec. Within a short time there- 
after, it purchased the properties of the Riordan Paper Co. and began 
the erection of the Gatineau mill, also in Quebec, a transaction which 
Mr. Graustein, former president of International Paper Co., affirmed 
“meant nothing less than the transfer of a considerable amount of 
newsprint capacity from the United States to Canada.’’* With the 
completion of the Dalhousie newsprint mill in New Brunswick and 
the purchase of the Corner Brook mill in Newfoundland, “the com- 
pany and its subsidiaries had the best group of mills in the industry,” * 
all located outside of the United States. 

Other American interests joined the hegira to Canada. In 1928, 
Crown Zellerbach purchased the Crown Willamette Paper Co., whose 


1 Kennedy Report, p. 39. 
2? Hearings, p. 600. 
3 Hearings, p. 545. 
‘Hearings, p. 544. 
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subsidiary, Pacific Mills, Ltd., manufactured newsprint in Canada. 
Two years before, Spruce Falls Power & Pape r Co., Ltd., had been 
formed with : completely integrated newsprint mill in Ontario, and its 
common stock purchase d by Kimberly C lark C orp. and the New York 
Times. Additional we al from American publishers was invested in 
the Quebec North Shore Co. of Quebee and the Great Lakes Paper Co. 
of Fort William, Ontario. Financial interests in the United States 
underwrote the security issues of such companies as Abitibi Power & 
Paper Co., Ltd., Minnesota & Ontario Paper Co., and Price Bros., 
Ltd. Certain-Teed Products Corp., a Maryland corporation, ac- 
quired control of the Beaver Wood Fibre Co., Ltd., which produced 
newsprint at Thorold, Ontario. 

Economic circumstances which influenced this vigorous develop- 
ment of the newsprint industry in the Dominion of Canada were 
summarized in a Tariff Commission report on newsprint: 

The growth of the industry in Canada is the direct result of a plentiful supply 
of raw material, advantageous cost features, the close proximity of the large 
United States market, and duty free entry into the United States. 


United States reliance upon foreign imports 


When newsprint output in this country sharply decreased and 
Canada became the world’s major source of newsprint supply, it was 


inevitable that the increased newsprint needs of American publishers 
would render them largely dependent upon foreign—chiefly Cana- 
dian—sources of supply. Whereas in 1913, the United States was 
“maria lv self-suflicient insofar as newsprint was concerned, pro- 
ducing 85 percent of its own requirements, today it must turn to 


Canada for more than 80 percent of its total newsprint needs, Mid- 
western publishers rely upon Canadian companies for more than 90 
percent of their newsprint tonnage. Between 1919 and 1949 United 
otates imports increased more than 600 percent, and in the latter year, 
domestic mills furnished only 16 percent of the newsprint consumed 
by the United States papers 

Exports from Canada to the United States reflect American de- 
pendency upon Canadian newsprint companies. By 1927 imports of 
newsprint from Canada alone exceeded total newsprint production in 
this country. Exports from the Dominion to the United States rose 
from 1,628,000 tons in 1926 to 2,899,000 tons in 1937, and exceeded 
4,000,000 tons in 1949. In the latter year, newsprint sales to the 
United States by Canadian mills were valued at $434,000,000, ranking 
newsprint well ahead of wheat, pulp, lumber, and nickel in total 
Canadian export sales 
Mergers and acquisitions 


Another important phase in the growth of the newsprint industry 
was the series of mergers among competing concerns during the era of 
rapid expansion in the 1920s: 

By the end of 1925, three major Canadian manufacturing groups had absorbed 
the major share of production, leaving only a few concerns supposedly independ- 
ent.’ 

Examples of these consolidations a be noted. By 1928, for 
instance, Canada Power & Paper Corp. had been incorporated and, 
by virtue of an exchange of securities, acquired control of the Waya- 

§ Cited in He arings, p. 170. 
te 1 
1 Prof. Ellis, Hearings, p. 201 
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gamack Pulp & Paper Co., Ltd., the Laurentide Co., Ltd., the Port 
Alfred Pulp & Paper Corp., St. Maurice Valley Corp., Anticosti Corp., 
the Belgo-Canadian Paper Co., Ltd., the Laurentide Power Corp., 
Ltd., and the Canada Paper Co. From this agglomeration of firms 
emerged the Consolidated Paper Corp., Ltd., in 1931. 

Abitibi’s consolidated assets increased from $32,029,670 in 1927 to 
$155,298,914 in 1928 through the acquisition of the Spanish River 
Pulp & Paper Mills, Ltd., and other nae s. Two years later, 
Abitibi acquired the common stock of Provincial P aper, Ltd., in 
exchange for 100,000 shareseof Abitibi common. 

The power that was centralized in these integrated concerns in 1932 
was succinctly summarized in the annual report of International Paper 
for that year which stated: 

Mills representing nearly 70 percent of the total North American newsprint 
capacity east of the Rocky Mountains are controlled by seven groups—the 
International Paper group and its six largest competitors.® 
It should be added, however, that the merger movement in the news- 
print industry was in nowise confined to the territory east of the 
Great Divide. Crown Zellerbach Corp., whose subsidiary, Wash- 
ington Pulp & Paper Co., manufactured newsprint on the west coast, 
acquired the capital stock of the Crown Willamette Paper Co. in 1928, 
This latter company not only controlled Pacifie Mills, Ltd., a news- 
print-manufacturing concern in Canada, but was itself the outgrowth 
of the merger between Crown Columbia Paper Co. and the Willamette 
Pulp & Paper Co., two concerns which had previously manufactured 
paper independe ntly for more than 25 years. 

The extent to which concentration of economic power in the news- 
print industry had developed by 1930 as a result of reorganizations, 
consolidations, and also an extensive program of mill building was 
described by Professor Guthrie as follows: 

There were six such companies owning or controlling more than one mill in 
Canada. These were Abitibi Power & Paper, with seven newsprint mills; Canada 
Power & Paper (later reorganized as Consolidated Paper Corp.), with six mills; 
and Canadian International Paper, St. Lawrence Paper Co., Price Bros., and 
Ontario-Minnesota Pulp & Paper, each with three mills.® 

Other types of mergers were also occurring in the industry at this 
time. International Paper Co. acquired approximately 82 percent of 
the common stock of the New England Power Association which dis- 
tributed electric power to consumers throughout New England. In 
Canada, it formed the Gatineau Power Co. which later acquired the 
Grand Falls development, the Ottawa River developments, and several 
systems for power distribution. By virtue of this extension of activ- 
ities into the power business, International Paper & Power Co. was 
established as an over-all holding company in 1928 and International 
Hydroelectric System was created to hold the stocks of the sundry 
power companies. Securities in this latter subsidiary were also offe red 
to the public. 

The passage of the Public Utility Holding Company Act made the 
venture of International Paper Co. into the field of power short lived, 
however. Registration under that act had been avoided by placing 
the stock of Hydro Electric into an irrevocable liquidating trust, but 
in 1941, the Securities and Exchange Commission ordered cé ancellation 





§ Cited in Hearings, p. 547. 
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of these stocks on the ground that they were without substantial value, 
thus ending an abortive experiment of International in the power 
business. ' 

In 1928, when International became apprehensive of falling prices, 
it adopted a temporary policy of giving financial assistance to pub- 
lishers in exchange for long-term newsprint contracts. As Mr. 
Graustein, then president of the company, testified: 

In 1928, we saw this thing getting worse and we figured that to be sure of sur- 

vival, we ought to tie up as much tonnage as we could."! 
Pursuant to this policy, upwards of $10,000,000 was advanced to 
newspapers identified as the Chicago Journal, Chicago News, Boston 
Herald, Boston Traveler, Tampa Tribune, Albany Evening News, 
Knickerbocker Press, Ithaca Journal News, Columbia Record, 
Spartanburg Herald, and the Spartanburg Journal. A loan of 
$3,000,000 was made by International to Frank Gannett, then owner 
of the Brooklyn Daily Eagle, and there were also some negotiations 
for the purchase of the Cleveland Plain Dealer. Mr. Graustein 
testified that interests in these papers were disposed of as promptly 
as possible. 

Currently, except for the stock ownership by Minnesota & Ontario 
Paper Co. of a small ne wspaper company and International Paper 
Co.’s holdings of 71 shares of class A preferred stock of the Phelps 
Publishing Co., Springfield, Mass., and 239 shares of 4 percent pre- 
ferred stock of the Times Tribune Co., Altoona, Pa., the subcommittee 
has no evidence of newspaper ownership by newsprint companies. 
The converse of this statement, however, is not equally valid, for, as 
indicated fully, infra, p. 47, there is substantial capital investment 
in newsprint manufacturing companies on the part of numerous 
publishers. 


The impact of the depression 

The advent of the depression marked a precipitous decline in the 
fortunes of the newsprint industry. In the spring of 1927, well before 
the calamitous year of 1929, preliminary symptoms of more serious 
complications were already felt as newsprint was being sold on the 
spot market at considerably below the annual contract price. Never- 
theless, production in Canada and consumption in the United States 
both continued to climb until 1929. Between the years 1929 and 
1932, however, production in Canada fell from 2,725,000 tons to 
1,919,000 tons while American purchases from the Dominion dropped 
from 2,194,600 tons to 1,533,400 tons. 

Prices reflected a similar trend. By 1933, the price of newsprint 
had plummeted to $41 per ton compared with $62 in 1929, while in 
April of that year, International Paper was offering newsprint delivered 
in New York for $40 per ton." Offers of Scandinavian and even 
eee tonnage were rumored to have been made and accepted at 





“In 1942 the Securities and Exchange Commission, in proceedings under sec. 11 (b) (2) of the Holding 
Cor np any Act, ordered International Hydro-Electric System to liquidate and dissolve. Certain public 
security holders of International Hydro-Electric System contended that the paper companies had sold 
utility assets and securities to the International Hydro-Flectriec System at excessive prices and without 
arm’s-leneth negotiations. In 1943 the Securities and Exchange Commission applied to the District Court 
ofthe United States for the District of Massachusetts to enforce the 1942 liquidation order and also requested 
the district court to appoint a special counsel to investigate the existence of possible claims on behalf of 
International Hydro-Electric System against the paper companies. In 1944, the special counsel filed his 
report and recommended that suit be brought against the paper companies. The court appointed a trustee, 
who instituted suits. These were settled before trial by the payment by International Paper Co. of $10,- 
000,000 in cash together with certain other consideration.’’ Exhibit N-83 at p. 271, note. 
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$30 per ton f. 0. b. Los Angeles Harbor. ‘Beginning in the thirties,’ 
said R. O. Sweezy, formerly a director of Brompton Pulp & Paper Co., 
“the sudden drop in price found the companies selling paper at about 
$10 less than it cost them.” ” 

Despite lowered prices, mills were operating at only about 55 percent 
of capacity during the height of the depression. Consumption in the 
United States did not regain 1929 levels until 1937, while, according 
to Robert Fowler, president of the Newsprint Association of ¢ ‘anada: 

Throughout the 1930’s * * * Canadian newsprint mills had an average 
of over 1,000,000 tons of capacity standing idle each year * * *3 

The consequences to the industry of the sharp cyclical fluctuation 
were severe. ‘‘The result,’ according to Prof. Malone, “was a bank- 
ruptcy of more than half of the Canadian capacity; a shrinkage of sales 
in some instances to less than one-third of capacity * * *.!* Abitibi 
remained in receivership from September of 1932 until April of 1946 
when a reorganization plan ultimately became effective. Price Bros., 
Ltd., was placed in bankruptey in April of 1933 and remained until 
March of 1937. Minnesota and Ontario Paper Co. underwent receiv- 
ership in 1931 and remained in bankruptcy for a decade. Great 
Lakes Paper Co., Ltd., was in receivership from 1931 through 1936. 
Although International and Consolidated both escaped insolvency, 
each of those companies has undergone recapitalization in recent 
years. 

The greatest impact of the depression fell upon the large companies 
whose pyramiding during the 1920’s has been briefly sketched hereto- 
fore. Mr. Graustei in, president of International during this difficult 
period, expressed this conclusion categorically: 

I am sure a study of the history of these terrible years for the newsprint industry 
will show that broadly the larger companies were more vulnerable than the 
smaller ones.!® 
Support for this assumption is also found in the 1932 annual report for 
International Paper Co. which, in describing the financial status of 
International and its six largest competitors dominating the newsprint 
market in the East, stated: 

One of these six companies has no bonds outstanding. Each of the other five 
has suspended payment of bond interest and, in whole or part, has either been 
reorganized or is in receivership or bankruptcy or is in control of bondholders.!% 

The years of the depression have left an indelible impression upon 
the minds of those directing the policies of newsprint companies. The 
experiences of those years have resulted in making the industry 
“‘depression minded” even to this day. Thus, Sweezy, a consulting 
engineer and former director of Brompton Pulp & Paper Co., felt that 
the hesitancy on the part of the newsprint industry to expand to the 
maximum was directly traceable to the depression. ‘It was the fear 
of the recurrence of that condition,’ he thought, “* * * which 
has caused them to hesitate a great deal in the past 2 or 3 years as to 
whether or not they should go on with more production.” Frank 
Jepson, of Madden, Reeve Angel & Co., exclusive agents in this 


12 Hearings, p. 453. 

’ Exhibits, p. 26 

'@ Hearings, p. 380. 

18 Hearings, p. 565. 

16 Cited in Hearings, p. 547. 
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country for the Finnish Paper Mills’ Association, also noted the in- 


fluence of this factor on present expansion policies of the industry. 
Said Jepson: 


The only thing I feel there as an observer, is that the *y have very good memories 
of the thirties when the whole industry was in bankruptey, and I think that would 
be a tendency to make them very cautious about this prob lem,}8 
Graustein, former head of International, admitted that “It is true 
that the Canadian industry has hot expanded sufficiently to supply 
all the present demands upon it,’’ but explained that “any hesitation 
on their part about overe xpansion would be only natural in vie w of 
the history of their industry during the period I have reviewed.’ 

Concrete evidence of the impact of the depression on the cinemas 
industry is the paucity of new mills erected since 1929, a subject 
which has previously been discussed at length. While it is true that 
Canadian newsprint capacity has expanded by 600,000 tons since 
1946, this has not been effected through the erection of new mills, 
but rather by dint of increasing capacity of existing mills. More- 
over, present equipment has been operated at maximum levels. As 
Mr. Hinman explained to the subcommittee, “We produced every 
ton of pi iper that we could produce operating 24 hours a day, 6 days 
aweek * * *.* This comparison of present expansion policies 
of the industry with those pursued during prior periods of industrial 
development is borne out by the conclusion expressed by the News- 
print Association of Canada in its Newsprint Statistics, 1950, pub- 
lished after the record of the subcommittee was closed. Said the 
Association in that bulletin: 

The 1926-30 expansion was marked by the entry of new companies and the 
building of new mills. The 1946-50 expansion has been accomplished entirely by 
producers who were in business at the end of World War II. 

Development of newsprint production in the South 

While there has been a dearth of new productive facilities in the 
industry in Canada since the depression, the history of the newsprint 
industry in the United States since that era has been high-lighted by 
the erection‘of two newsprint mills. The significance of the construc- 
tion of two new domestic mills has been heightened by the fact that 
not only did they augment the supply of a short and ¢ ritical material, 
but also that these companies pioneered in producing satisfactory 
newsprint from the pine forests of the South. 

The first large mill for the manufacture of newspriut ever erected 
in the South was the mill in Lufkin, Tex., of Southland Paper Mills, 
Inc., which company was established in 1938 to acquire 108,000 acres 
of timberland and a half interest in the Angelina & Neches River 
Railroad Co. The newsprint operations of this concern did not begin 
until 1940 when it shipped 32,158 tons of newsprint produced from 
southern pine to 37 customers located largely within the 4-State 
area of Texas, Louisiana, Arkansas, and Oklahoma. By 1949, South- 
land was manufacturing well over a hundred thousand tons of paper 
annually and was supplying newsprint to 85 different publications. 
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In financing the erection of facilities, Southland Paper Mills was 
greatly assisted by the Reconstruction Finance Corporation, which, 
according to a letter from Harley Hise, then Chairman of the Recon- 
struction Finance Corporation, tendered loans in the following 
amounts: ”! 


TOU; See Rate se ae ere eta, ee ee ene $3, 425, 000 
Feb, 7. 1941 (re funding ont a ee 4, 600, 000 
June 29, BOW Skee Se eee oe Oe 8D ee es esa ena nee 240, 000 
Nov. 21, 1945 (refunding and additional) ..__........__.-..-_---- 8, 500, 000 


A group of Texas banks shared to the extent of $2,125,000 in the 
1945 loan and in 1949 assumed the balance of the loan as a direct 
obligation. By December of 1949, all obligations of the company to 
the RFC had been retired and there remained outstanding only a 
mortgage loan balance of $2,500,000 owed to the Texas banks. 

Newspaper stockholders in the Lufkin venture now number about 
35 with the remainder composed of “Individuals, lumber companies, 
business firms, and one nonproducing paper company, who is our sales 
agent.” 2 The company currently owns about 128,000 acres of tim- 
berland and there exist an estimated 3,250,000 acres of pine forest 
land within a 50-mile radius of the Lufkin mill. Texas natural gas 
supplies power; an artesian well furnishes water; and transportation 
is supplied by the company’s railroad affiliate, the 'A. & N. R. Railroad. 
Net income of Southland Paper Mills in 1949 was $3,572,841, and, 
concluded the Securities and Exchange Commission: 

The company has proven that newsprint made from southern pine is not at a 
disadvantage in a competitive market due to quality or cost of manufacture.% 

The junior venture in successfully producing newsprint = the 
pine softwoods of the South was located at Coosa Pines, Ala., by the 
Coosa River Newsprint Co. ae by the Southern Newspaper 
Publishers Association and the Talladega County War Plants Conver- 
sion Committee, this company was organized under the laws of 
Alabama on March 18, 1946. Shortly thereafter, it began negotia- 
tions for the Alabama Ordnance Works plant, a war plant which 
manufactured smokeless powder and explosives near Childersburg, 
Ala., during the last war. Ultimately a lease was received by the 
company from the War Department whereby a site for the plant and 
facilities for obtaining electric power, steam, and water for operations 
became available. Newsprint production commenced on January 
18, 1950. 

Financing of the company was achieved through private channels, 
with seven insurance companies participating in a 4 percent first mort- 
rage bond issue of $14,000,000; 135.606 shares, or 37.67 percent of the 
common stock of the company was purchased by the Kimberly Clark 
Corp. which currently has a long-term contract for the company’s 
surplus pulp as well as a contract under which it supervised the design 
and building of the plant and presently manages and operates the 
company; $10,073,050 worth of common stock was sold to newspaper 
publishers, with the understanding that each share of stock entitled 

he newspaper to contract for 1,000 pounds of newsprint paper per 
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Today, Coosa River has a newsprint capacity of 100,000 tons and 
sells its paper to 115 contract customers participating in the coopera- 
tive enterprise and located largely in the South. A very small 
quantity of tonnage is reserved for small weeklies in Alabama whose 
financial status did not enable them to share in the development of 
the mill. The company has holdings of timberland and obtains its 
power from coal. Its current financial status was appraised by its 
executive vice president, Arthur G. Wakeman, when questioned by 
counsel as follows: 

Mr. Levi. Do you regard your mill as a marginal mill? 

Mr. WAKEMAN. No, sir. I expect that after we have had a chance to get into 
operation, we will be able to do fairly well compared to other mills in the United 
States, I would say.*4 

Aside from the renascence of the American newsprint industry 
through the introduction of new and revolutionary processes for pro- 
ducing satisfactory newsprint from the natural pine forests of the 
South, other aspects in the development of the newsprint industry 
since the advent of the depression cannot be discussed in detail at 
this point without encroaching upon future sections of this report. 
Accordingly, the remaining events in the newsprint industry which 
could legitimately be classified as historical in character will be dis- 
missed in a perfunctoty manner by concluding with a brief summary 
of happenings from the depression to date propounded by Professor 
Guthrie: 

Even after general prices rose in 1933 newsprint prices continued downward 
and remained at an abnormally low level until 1938. * * A substantial 
price rise in 1938 allowed most manufacturers to operate at a profit once again, 
but steadily rising costs unaccompanied by a further price rise continually cut 
down on profit margins. Between 1942 and 1946 prices were regulated by OPA. 
During that period, four price increases were granted, but these were generally 
just sufficient to keep mills from shifting out of the production of newsprint. 
After the termination of the OPA in November 1946, several price increases 
oecurred. "hese, however, have not been sufficient to bring about an increase 
in supply capable of satisfying the greatly inflated demand of the post World 
War II period.” 

STRUCTURE OF THE INDUSTRY 


Location and distribution 

3v far the most important segment of the newsprint industry on 
the North American Continent is today located in Canada, primarily in 
the Provinces of Quebee and Ontario which alone contain 19 and 11 
newsprint mills, respectively, of the 36 newsprint mills reported by the 
Department of Commerce to be manufacturing newsprint in the 
Dominion of Canada in 1950. Remaining mills, only one or two in 
each instance, are scattered throughout Newfoundland, Nova Scotia, 
Manitoba, and British Columbia. 

The 11 newsprint mills in the United States, exclusive of the Gary 
de-inking mill in Indiana, are more widely disparate in location. 
The northeast mills are all in Maine; mills in the Northwest are 
confined to the States of Washington and Oregon, while the South’s 
infant newsprint industry is situated in Texas and Alabama. 

Insofar as distribution is concerned 


srunswick, Nova Scotia, Newfoundland, and Maine to the principal con- 


The general direction of movement of newsprint to market is from mills in Quebec, 
New | 


“4 Hearings, p. 7A5 


26 Hearings, p. 211 
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suming cities of New England and Middle and South Atlantic States and from 
Ontario and Manitoba to North and South Central States. Mills in Washington, 
Oregon, and British Columbia supply the Mountain and Pacific States, while 
newsprint from the two southern mills is sold in the Southern States and Mexico, 
Some newsprint also comes from Canada to the Southern States.*® 


Companies and mills producing newsprint in North America showing location and 
annual capacity 










I. CANADA 
Company Mill location Capacity! 
Quebec Tons 
Abitibi Power & Paper Co Beaupre __.- De 109, 648 
Anglo Canadian Pulp & Paper Mills, Ltd Quebe 215, 000 
Canadian International Paper Co- -. . rae aieon Ba 283; 976 
Cap Madeleine | ; 
, aes Rivers... ail 149, 400 
Consolidated Paper Corp., Ltd Grand Mere ; 130, 800 
Port Alfred 181, 600 
(Shawinigan Falls 223, 300 
Donnacona Paper Co., Ltd ..| Donnacona . 105, 000 
Donohue Bros., Ltd Clermont 60, 000 
Eddy Paper Co., Ltd Hull 48, 000 
James Maclaren Co., Ltd Buckingham ; 112, 000 
Lake St. John Power & Paper Co. Ltd Dolbeau 107, 000 
Quebee North Shore Paper Co Baie Comeau... 154, 000 
St. Lawrence Paper Mills Co., Ltd hree Rivers ; 199, 000 
St. Raymond Paper, Ltd St. Raymond... 16, 800 
Richmond Pulp & Paper Co ; Bromptville 25, 000 
Ontario 
{Fort William oa 60, 984 
( s BF: : 9 ( 
Abitibi Power & Paper Co., Ltd pene sae sree oe am 
| sault Ste. Marie.._..... 5, 788 
Beaver Wood Fibre Co., Ltd Thorold cael 30,075 
Great Lakes Paper Co., Ltd__. Fort William 145, 000 
Kalamazco Vegetable Parchment Co., Ltd : ; Espanola ee5 ‘ 
Minnesota & Ontario Paper Co : 4 ees <t - oe — 
Ontario Paper Co., Ltd Thorold 178, 640 
Spruce Falls Power & Paper Co., Ltd Kapuskasing 207, 600 
Nova Scotia: Mersey Paper Co., Ltd Brooklyn 120, 000 
New Brunswick: New Brunswick International Paper Co Dalhousie 229, 768 
Newfoundland 
Anglo-Newfoundland Development Co., Ltd Grand Falls 221, 000 
Bowater’s Newfoundland Pulp & Paper Mills ..| Corner Brook 100, 000 
Manitoba: Abitibi Power & Paper Co., Ltd Pine Falls 106, 568 
British Columbia 
Pacifie Mills, Ltd ‘ Ocean Falls 86, 000 
Powell River Co., Ltd Powell River 298, 000 
II. UNITED STATES 
Maine: 
Vac ke 95 
Great Northern Paper Co- --- : be Remcer gg ket 2S 
Pejepscot Paper Co Brunswick 32. 000 
St. Croix Paper Co Woodland ; 88, 000 
Alabama: Coosa River News Print Co Coosa Pines 100, 000 
Texas: Southland Paper Mills, Ln Lufkin 130, 000 
Oregon: 
Crown Zellerbach 5 West Linn 40, 000 
Publishers Paper Co Oregon City 75, 000 
Washington 
Inland Empire Paper Co : Millwood 20, 000 
Crown Zellerbach Port Angeles 146, 000 
West Tacoma Newsprint Co - West Tacoma 26, 000 


11951 as reported to ANPA. 


% Guthrie, Hearings, pp. 212-213. 
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Selling 

Many of the important Canadian newsprint companies sell their 
newsprint in the United States or service contract customers in the 
United States through subsidiary corporations entitled sales com- 
panies. International Paper Co., for example, produces all its news- 
print in the Dominion of Canada through a subsidiary, Canadian 
International Paper Co., which in turn sells the bulk of the newsprint 
produced through its own subsidiary, International Paper Sales Co., 
Inc., now a Quebee corporation, but.formerly incorporated under 
the laws of the State of New York. The newsprint manufactured by 
Consolidated Paper Corp., as well as its other paper products, are 
sold in the United States through Consolidated Paper Sales, Ltd., a 
wholivy owned subsidiary. 

Price Bros. & Co., Ltd., services its United States contracts 
102 in number—through Price Bros. Sales Corp., a Quebee corpora- 
tion, with an office in the city of New York. At the present time 
Abitibi Power & Paper Co., Ltd., sells in the United States through 
Abitibi Sales Co., a Canadian company, which services contracts 
via Abitibi Service, Inc., a subsidiary located in Dayton, Ohio. Until 
1947, however, Abitibi sold its newsprint through G. H. Mead Co., 
also a sales company, which purchased outright from Abitibi certain 
tonnage that it was able to sell in the United States. G. H. Mead 
Co. was ultimately bought by the receivers of Abitibi, its contracts 
assigned to the parent corporation, and then liquidated. 

The newsprint sold in the United States from Bowater’s New- 
foundland Pulp & Paper Mills, Ltd., the largest integrated pulp and 
paper making company in = world with a capacity of 300,000 tons 
of newsprint, is marketed by the Bowater Paper Co., Inc., a New 
York paper merchandising seule uny whose stock, as we as the stock 
of the Newfoundland Co., is owned directly or indirectly, by the 
Bowater Paper Corp., Ltd., of London, England, an English holding 
company. Bowater Paper Co. obtains its newsprint from the New- 
foundland mill under a contract made with the export subsidiary of the 
latter corporation, the Newfoundland Export and Shipping Co., Ltd. 


Size of concerns 


Most of today’s modern mills are large as the tendency in the 
industry has been for competitively successful mills to become increas- 
ingly large in size. Of the 36 mills manufacturing ne wsprint in 
Canada in 1950, 28 mills had capacities of approximately 100,000 
tons per year or more. Eleven of these mills had total capacities 
exceeding 200,000 tons. 

Mills in the United States in no way compare in stature to those 
located in Canada. While average prods ictive capa city of Canadian 
mills in 1950 was 145.000 tons the average figure was only 88.000 tons 
for domestic mills. Of 11 United $ States : feale ‘ngaged in newsprint 
production in 1950, only t had capacities of more than 100,000 tons, a 
single mill had a capacity greater than 200,000 tons, and there existed 

ities of less than 50,000 tons. 
The modern large-size a1 newsprint mill containing several 


~ 1 
{ newsprint mills each w “ith capac! 


fast ma- 


chines in one plant is a far ery from one of the 130 mills located in the 
United States which tics rether accounted for a total of 196.000 tons 
ni 2 JD, Ons 
1889, an average per mill of only 1,500 tons per year. Output per 
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mill has today increased almost a thousandfold since the turn of the 
century and presently— 

It is generally considered * * * that the minimum-sized efficient newsprint 
mill must have a capacity of not less than 75,000 tons per year.”’ 

It is not uncommon for newsprint mills, located in separate areas, 
to be under the control of one company, largely a result of the many 
mergers and consolidations which occurred during the 1920’s. Today, 
there are seven such companies owning or controlling more than one 
mill in Canada. These are Abitibi Power & Paper Co., Ltd., with 
six mills having a combined annual capacity of 688,996 tons; Con- 
solidated Paper Corp., Ltd., with five mills and a total annual capacity 
of 685,100 tons; International Paper Co., together with its subsidiary, 
Canadian International Paper Co., with three mills and annual 
capacity of 768,768; Price Bros., with two mills in Quebee and an 
annual capacity of 425,000 tons; St. Lawrence Corp., with the two 
mills of St. Lawrence Paper Mills Co. and Lake St. John Power & 
Paper Co. and an annual capacity of 306,000 tons; Minnesota «& 
Ontario Paper Co., with two mills and an annual capacity of 150,600 
tons; and Ontario Paper Co., with two mills and an annual capacity 
of 332,640 tons.” 

In the United States, multimill ownership is confined to two com- 
panies, Great Northern Paper Co., which has mills at Millinocket and 
East Millinocket, Maine, and a total annual newsprint capacity of 
358,440 tons, and Crown Zellerbach with two mills in the United 
States and one mill operated by a Canadian subsidiary having a 
combined annual capacity of 272,000 tons.” 

It can therefore be seen that a large part of Canadian and United 
States newsprint capacity rests in control of comparatively few com- 
panies. In Canada, International Paper Co. and its subsidiaries alone 
account for about 15 percent of total Canadian production. This is 
indeed a sharp decline from the position occupied by the company in 
1898 when it accounted for approximately two-thirds of the continent’s 
newsprint production. Nevertheless, when combined with the out- 
put of only a few additional firms, the control exercised becomes more 
formidable. Thus: 

Practically four-fifths of the total newsprint capacity on the North American 
Continent resides in the 19 Canadian companies operating 35 newsprint-producing 


mills with a total capacity of 444 million tons. More than half of that capacity 
comes from four companies: International, Consolidated, Abitibi, Price Bros.” 


The situation described in Canada is likewise evident in the United 
States: 

The total capacity of the 11 companie$ operating 13 mills in the United States 
is less than 20 percent of the total Canadian capacity. Over 60 percent of total 
United States capacity comes from Great Northern in Maine (which alone ac- 
counts for 40 percent) and from Crown Zellerbach on the west coast.%° 


A better perspective of the degree of concentration of power in 
a small number of newsprint producers is obtained if analysis is 
made on a geographical basis. Thus as early as 1932, 70 percent of 
the North American newsprint capacity east of the Rocky Mountains 
was controlled by only seven {companies.*' On the west coast, during 
27 Guthrie, Hearings, p. 213. 
8 Capacities are 1951 figures from AN PA, Newsprint Statistics, 1950. 
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the period between 1935 and 1939, four companies, Crown Zellerbach, 
including its subsidiary, Pacific Mills, Ltd., Hawle Vy P xalp & Paper Co. 

Inland Empire Paper Co., and Powell River, Ltd., were the only 
North American manufacturers regularly selling newsprint paper in 
the States of California, Idaho, Montana, Nevada, Oregon, and 
Washington. During these years 

these four manufacturers * * together controlled, manufactured, shipped, 
and sold * * * not less than seventy-five percent (75%), and at certain 
times all, of the newsprint paper available for purchase in the above-mentioned 
States.* 

Today, International Paper Co. and its subsidiaries, together with 
a few large eastern producers, still dominate the market east of the 
Rocky Mountains, while in the West, “Crown Zellerbach and Pacific 
Mills jointly have about 39 percent of the newsprint capacity in the 
Pacific coast area,” and Powell River of British Columbia has 44 
percent of the total.* 

Ownership of timber resources 

Since vast quantities of suitable timber are a prerequisite of news- 
print production, many newsprint companies control large areas of 
forest land, either through ownership in fee, under leaseholds, or by 
virtue of cutting rights. International Paper Co., for example, at 
the end of 1949, throughout Canada and the United States, owned in 
fee or held under lease from the Crown 17,353,095 acres of timberland. 
Six to eight thousand square miles, almost the entire drainage shed of 
the Gatineau River, was acquired by International for the Gatineau 
mill alone, an area greater in size than the entire State of Massachu- 
setts.* Crown Zellerbach has timber and lease holdings estimated to 
contain 5,026,000,000 feet of timber, while Great Northern owns 
2,220,000 acres of woodlands, all in the State of Maine. 

Large holdings of timberland by newsprint and other companies 
have preempted the forest lands in various sections of the North 
American continent. <A brief a forestry presented by the Civil 
Industrial Board of the City of Fort William to a special legislative 
committee on conservation in le Province of Ontario noted that 
In 1946, of the 68,613 square miles of occupied Crown lands in Ontario, 51,937 
were held by pulp and paper companies, 4,433 by saw-timber licenses and another 
12,243 by annual timber permit. This 76 percent of Crown lands as held by the 
pulp and paper group amounts to a virtual monopoly of the forests by this 
industry.* 

A substantially similar conclusion was reached by Commissioner 
Kennedy, who, after surveying the forest lands of the Province of 
Ontario, poinied out: 


. 

Many people on both sides of the international border believe that there are 
still vast areas of virgin timber awaiting development. I regret to say that the 
only area in which I found any considerable quantity of mature timber in blocs 
of considerable extent, outside areas covered by existing licenses and agreements, 
is in the Patricia region, north of Lac Suel.% 


Additional testimony regarding the control of the timber resources 
of Ontario by pulp and paper companies came from Rev. Dr. B. C. 
Eckardt, pastor of the First Church of Christ, London, Ontario, who 





2 Exhibit N-48 at p. 94 
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charged that ownership of large areas of timber resources by these 
concerns had placed sae “in a position of tremendous monopolistic 
power.” * R. O. Sweezy, former director of the Brompton Pulp & 
Paper Co., agreed that cone of the timberland in Canada had given 
to a relatively few companies the power to determine output of news- 
print and stated that “I do not think new companies can come in 
except possibly in the English River area northwest of Lake Su- 
perior.”’ * 

Frederick Noad, former Deputy Minister, Department of Lands and 
Forests of the Province of Ontario, in a special memorandum sub- 
mitted to the subcommittee, referred to a study he had undertaken of 
the forest reserves throughout the whole of eastern Canada and 
concluded: 

With the results of that study, supplemented by more recent information, I 
have no hesitation in asserting that there does not exist, from Manitoba eastward, 
one single undeveloped or unalienated area of Crown timberlands, upon which a 
newsprint mill could be established.%* 

In the United States as well, much of available timber supply is 
already controlled by presently operating concerns. Reported the 
Forest Service of the Department of Agriculture with regard to 
growing accretions of forest land in the hands of pulp companies in 
the South: 


In recent years most pulp companies have been purchasing forest land and 
several companies have been actively assembling extensive acreages. It was 
estimated in 1946 that about 70 percent of the pulpwood used by southern mills 
was obtained in the open market, 25 percent obtained under contracts, and only 
5 percent cut from company lands. As a hedge against increasing competition 
and higher prices for wood, mills have been buying land even in areas formerly 
considered ‘home territory,”’ on the basis that at some time they will be forced 
to depend to a greater extent on their own holdings. The acreage of land owned 
by pulp companies in the South is estimated at more than 8,000,000 acres, or 
about 4.5 percent of the South’s commercial forest land.” 

In the northwestern United States there prevail more prohibitive 
conditions facing new enterprises desirous of entering the newsprint 
industry. Here, ‘‘The timber is very strongly held, it is held by the 
lumber people, by the pulp people, by the newsprint people, by the 
plywood people.” * The result is a control of forest areas by existing 
firms which makes it extremely difficult for new ventures to secure 
adequate supplies of raw materials. This conclusion was reached by 
Mr. J. D. Zellerbach, president of Crown Zellerbach Corp., who 
attested bluntly: 

Iam testifving * * * that it is extremely difficult to go out in the North- 
west of the United States and purchase a suitable timber block to support a new 
newsprint mill * * *,% 

Aspects of diversification 

Some of today’s most important newsprint producers are also 
engaged in manufacturing a wide variety of pulp and paper products. 
International Paper Co., for example, is the world’s largest paper 
company, ranking not only as the foremost producer of newsprint, 
but also as the leading manufacturer of kraft board, one of the largest 
producers of pulp-magazine paper, and a leading maker of bond 





7 Hearings, p. 444. 

38 Hearings, p. 454. 

3% Exhibits, p. 1119. 

40 Hearings, pp. 271-272. 
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writing paper. Approximate value of major products sold by Inter- 
national and its subsidiaries in the year 1949 exceeded $415,500,000. 
With plants located throughout 19 States, the company and its sub- 
sidiaries have a total pulp and paper capacity of roughly 3% million 
tons and in 1949 produced 10 percent of all paper and paperboard 
manufactured in the United States. International supplies about 
one-third of all dissolving pulp consumed in this country in the man- 
ufacture of rayon and, as the following chart demonstrates, occupies 
a significant position as a paper and board converter. 


International Paper Co. percentages of United States paper and paperboard ‘‘end 
] I : yf 
a. } f 9 Q/c 
products, year 1949 


Total United International Company 
States Paper Co. percentag 
Ss tainers s 1are foot 1 61, 187, 300, 000 1 3, 435, 493, 000 5.6 
M 569, 932 68, 480 12 
G 23595 558 2359 1K ] 
M 24160, 430 8, 14 23.8 
St 2, 156, 500, 500 2, 156, 500, 004 § 100. ( 
Oo! 

3 es allt of bags conce port le to the Pa Bag Institute, i. ¢ cers 
ba lar 4 gs, n i dry clea bag Does not lude 
I uu , r ul lr itional Paper Co. sold 3,691 tons, th n 
ce le f 4Die ior tot Un ‘ i 

4} , 

I ) ment contract awarded to International Envelope Corp., a subsidiary of International 
I , ur comy e bidding systen 
S } TW¢ 
I t N-2 I $ 


Only 35 percent of the combined production of Crown Zellerbach 
Corp. and its subsidiaries is ne wsprint. Its other facilities are directed 
toward producing miscellaneous print papers, coarse papers, specialty 
boards, tissues and toweling, and paperboard. It converts a multi- 
tude of products including bags, fruit wraps, toilet tissue, shipping 
containers, and cartons. It likewise is a seller of market pulp. 

Nor have some of these important companies confined their activ- 
ities only to' pursuits in the pulp and paper field. International 
Paper Co. has subsidiaries which manufacture Ten-Test insulating and 
building board, plywoods, pulp and paper mill machinery, and machine 
parts. One subsidiary is engaged in electrical and pipefitting con- 
struction and repairs; another operates a railroad between Panama 
City, Fla., and Dothan, Ala. A third sells coal to the Canadian 
National and the Canadian Pacific Railroads. In addition the com- 
pany has substantial interests in such firms as the Arizona Chemical 
Co., producer of byproduct chemicals from paper mill waste; Con- 
solidated Packaging Machinery Corp., a manufacturer of packaging 
machinery; and the Masonite Co. of Canada, Ltd., producer of 
Masonit 

Crown Zellerbach is also found in numerous nonrelated fields of 
endeavor. Its subsidiary, Western Transportation Co., for example, 
is a common ¢tarrier company that runs a boat line and barge service 
on the Columbia River. Another subsidiary, Waterway Terminals, 
operates public docking, wharfage and warehouse facilities along the 
Willamette and Columbia Rivers. Crown Zellerbach has as affiliated 
corporations companies manufacturing glass bottles and jars, selling 
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waste paper and scrap materials, mining and processing sand, and 
manufacturing electrotypes, plates, dies, ‘and ste reotypes. 


Publisher interests in newsprint mills 


One of the important facets of the newsprint industry is the inter 
ests acquired by many newspaper publishers in newsprint mills. The 
recent upsurge in this trend, incited by recurrent shortages of news- 
print, has been mentioned in detail heretofore. (See supra, p. 13.) 
Today, mills owned by newspapers or in which publishers have sub- 
stantial interests constitute approximately one-sixth of total North 
American newsprint capacity. Crown Zellerbach and Great Northern 
are the only two companies producing newsprint in the United States 
which do not have large shareholdings in the hands of newspaper 
publishers. The remaining United States companies are either owned 
outright by publishers or substantial publisher investments have been 
placed in the enterprises. 

Coosa River Newsprint Co., Coosa Pines, Ala., has sold stock 
valued at $10,073,050 to newspaper publishers. As of the time of 
the subcommittee’s newsprint hearings, Coosa River had exactly 115 
contract customers, and all of its newsprint contracts were plac ‘ed with 
stockholders of the company. The Southland Paper Mills, Inc., of 
Lufkin, Tex., has about 35 newspapers as stockholders in the firm 
which together hold approximately 16 percent of the stock interests 
of the company. In 1946 Hearst Publications purchased the Pejepscot 
Paper Co., of Brunswick, Maine, and currently, Pejepseot informs the 
subcommittee, “All newsprint production goes to parent company, 
Hearst Consolidated Publications, Inc.’’* Insofar as the West 
Tacoma Newsprint Co. is concerned 
The property was purchased at a time of dire shortage of newsprint when foreign 
supplies could not be obtained by 11 west coast newspapers who converted it to 
the production of newsprint, and who own all of the common stock of the com- 
pany; they divide the production pro rata to ownership.“ 

Two other mills on the west coast further exemplify the extent of 
publisher ownership of newsprint mills in the United States. Ac- 
cording to Professor Guthrie, ‘‘A substantial interest in the Inland 
Empire Paper Co. of Millwood, Wash., has been held for some time by 
the Spokane Spokesman-Review and Spokane Daily Chronicle,” ® and 
R. A. McDonald, executive vice president of Crown Zellerbach, in- 
dicated that publisher interest in Inland Empire was greater than 
50 percent. Hawley Pulp & Paper Co. was purchased by a group of 
publishers, princ ‘ipally the Los Angeles Times and the Salt Lake City 
Deseret News, in 1948 and its name changed to Publishers Paper 
Co. Inthe East, a report in the New York Times of October 29, 1948, 
indicated that the News Syndicate Co., Inc., publisher of the New 
York Daily News and a contract customer of St. Croix Paper Co. ac- 
quired a $500,000 interest in the St. Croix Paper Co. through the 
purchase of 2,500 shares of common stock at $200 a share.“ 

American publishers have also acquired substantial interests in the 
newsprint industry in Canada. Spruce Falls Power & Paper Co., 
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which operates a completely integrated newsprint mill in Ontario with 
access under Crown agreements to extensive pulp rights in the Prov- 
ince, is owned by the New York Times to the extent of 49.88 percent. 
In 1936, 24 American publishers purchased all of the class B stock of 
the Great Lakes Paper Co., Ltd., in Fort William, Ontario, and then 
entered into long-term contracts with the company. The Chicago 
Tribune, together with its affiliate, the New York Daily News, owns 
all the stock of the Ontario Paper Co. which operates a newsprint mill 
at Thorold, Ontario, and has a subsidiary, Quebee North Shore Paper 
Co., producing newsprint at Baie Comeau, Quebec. 

The following is a list of North American newsprint mills and their 
respective capacities in which, as far as can be ascertained by the sub- 
committee, there exist substantial American publisher interests. 


Mill 


Location Capacity 
United States Tons 
Coosa River Newsprint Co Coosa Pines, Ala_. 100, 000 
Inland Empire Paper Co Millwood, Wash 20, 000 
Pejepscot Paper Co Brunswick, Maine 32, OOO 
Publishers Paper Co Oregon City, Oreg 75, 000 
St. Croix Paper Co Woodland, Maine SS, OOO 
Southland Paper Mills, Inc Lufkin, Tex 130, 000 
West Tacoma Newsprint Co Steilacoom, Wash ; 26, 000 
Canada 
Great Lakes Paper Co., Ltd Fort William, Ontario-.. ‘ 145, 000 
Spruce Falls Power & Paper Co., Ltd Kapuskasing, Ontario / 207, 600 
Ontario Paper Co., Ltd rhorold, Ontario 178, 640 
Quebec North Shore P aper Co Baie Comeau, Quebec 154, 000 
otal... 1, 156, 240 


1951, as reported to ANPA 


Newsprint directors 


Donald Cook, Commissioner of the Securities and Exchange Com- 
mission, undertook an extensive study of the interlocking directors of 
11 selected ‘{paper and allied products” companies, including many of 
the most important newsprint producers in North America. After 
making a thorough listing of all the positions held by the 195 officers 
and directors of these 11 companies, he found that there were no cases 
where the same man served as a director of 2 competing companies. 

The Commissioner pursued his inquiry one step further, however, 
to determine how many of the 590 boards of directors of nonnewsprint 
producing companies on which these 195 persons also served included 
representatives of 2 or more newsprint companies. The Commis- 
sioner stated that it would be “rash indeed”’ to represent that these 
situations led to violations of the antitrust laws. Nevertheless, with 
regard to the chart which appears on the following page, he concluded: 


The chart tends to indicate that International is the center of an elaborate 
network of newsprint company interrelations achieved by having its own directors 
serve on boards of companies on which other newsprint companies also have di- 

Virtuauv the entire newsprint industry, with the exception of Crown 
Zellerbach and Blan iin, thus seems to be interrelated. 


rectors. 
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INSTANCES WHERE Directors oF Two oR More oF ELEVEN SELECTED ‘“‘PAPER 
AND ALLIED PrRopucts’” COMPANIES SERVE TOGETHER ON BoarpDs OF NON- 
NEWSPRINT COMPANIES 


COOSA RIVER SOUTHLAND uae 
NEWSPRINT PAPER MILLS, 
COMPANY ING. PAPER 
COMPANY 


ener. woman nou ceme 
RPORAT! . 
— mm COMPANY LTO. 


1OAT 
MINNESOTA ae ED PRICE BROTHERS 
@ ONTARIO & COMPANY, 
PAPER COMPANY vet LTD. 





CROWN 
ZELLERBACH 


BLANDIN 
PAPER 


CORPORATION COMPANY 





COMPILED FOR THE HOUSE SUBCOMMITTEE 
Om STUDY OF MONOPOLY POWER BY THE 
SECURITIES AND EXCHANGE COMMISSION. 
4UmME 23, 1950 


Source: Exhibit N-91, p. 344. 


NotTe.—Figures represent the number of different nonnewsprint companies (exclusive of subsidiaries) 
on which directors of the named newsprint companies serve together, 


When Mr. Hinman, president of International Paper Co., was 
requested to supply a list of such directors of his company, he replied 
in part as follows: 


As you no doubt appreciate, until the question was raised by the subcommittee, 
we in International Paper Co. had no knowledge whatsoever as to whether persons 
who were on our board of directors happened to serve on boards of directors of 
other companies with other individuals who happen also to be directors of news- 
print companies. It had never occurred to us to inquire into.facts which, to us, 
would have seemed of no significance. 

In response to your request we have now for the first time caused to be made 
(through Poor’s Register of Directors and Executives for 1950, as supplemented 
by the July 1950 supplement) a search for any cases where some person who is a 
director of International Paper Co. also turns out to be on the board of some other 
company on which some director of one of the companies named in your letter 
also serves. The study shows the following instances of that nature: 

1. Mr. Albert H. Wiggin, a director of International Paper Co., and Mr. John 
Hancock, a director of Kimberly-Clark Corp., both serve on the board of 
Underwood Corp. 

2. Mr. John F. McRae, a director of International Paper Co., and Mr. Thomas 
W. Martin, a director of Coosa River Newsprint Co., both serve on the 
board of Alabama Power Co. 
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3. Mr. F. K. Morrow, a director of International Paper Co., serves on the board 
of— 

(a) the Bank of Toronto, on which also serves Mr. H. J. Carmichael, a 
director of Abitibi Power & Paper Co., Ltd. 

(b) Maple Leaf Gardens, Ltd., on which also serves Mr. E. W. Bickle, a 
director of Abitibi Power & Paper Co., Ltd. 

(c) Ogilvie Flour Mills Co., Ltd., on which also serves Messrs. La Monte 
J. Belnap, Charles A. Dunning, and Ross H. McMaster, directors 
of Consolidated Paper Corp., Ltd. 

4. Mr. B. A. Tompkins, a director of International Paper Co., serves on the 

board of— 
(a) Bankers Trust o., on which also serves Mr. William H. Jackson, a 
director of the Great Northern Paper Co.; 

») Flintkote Co., on which also serves Mr. John M. Hancock, a director 
of Kimberly-Clark Corp. 

5. Mr. Charles 8. McCain, a director of International Paper Co., and Mr. John 
D. Ewing, a director of Southland Paper Mills, Inc., both serve on the 
boards of Kansas City Southern Railway and Louisiana & Arkansas Rail- 
way, the latter railway being a wholly owned subsidiary of the former.* 


(} 


After stating that International P aper was in no position to stipu- 
late who should serve on the boards of the above nonnewsprint com- 
panies, Mr. Hinman concluded that Mr. Cook’s theory of interrela- 
tionship of ne wsprint companies through boards of nonnewsprint 
companies was “baseless and fanciful.’ 


FINANCIAL CHARACTERISTICS OF THE INDUSTRY 


Construction costs 


The newsprint industry is particularly characterized by high capital 
costs. A study by the Securities and Exchange Commission of five 
important newsprint producing companies revealed capital costs of 
these concerns per $100 of total net sales to be extremely large. For 
Abitibi, investment per $100 of net sales was equal to $110; Crown 
Zellerbach’s plant investment per $100 of total net sales was $56; for 
International, the figure was $45: Minnesota and Ontario had an 
investment of $85; and Southland’s investment was $97 per $100 of 
net sales. 

Total amount of investment per dollar of sales correspondingly 
decreases as production becomes diversified to include a variety of 
paper products. Thus International, whose newsprint output is only 
about 43 percent of total production and Crown Zellerbach whose 
newsprint manufacture is approximately 35 percent of total produc- 
tion of paper products, are the two companies mentioned with the 
least capital investments per dollar of sales, while Abitibi and South- 
land, which concentrate almost completely upon newsprint produc- 
tion, have the highest figures. As Commissioner Cook concluded: 
the amount of capital required per dollars of sales for a newsprint company is sub- 
stantially higher than in the case of a paper company with a diversified line.®? 

Nevertheless, the entire paper industry itself has comparatively 
high investment costs when figures of other industries are taken for 
comparison. Thus, the steel industry, notorious for large capital 
requirements, has an investment, according to the Securities and 
Exchange Commission, of $42 per $100 of sales, while the paper 
industry as a whole runs close behind with about $40 per $100 of 
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net sales. As the Department of Commerce once observed, the pulp 
and paper industry is— 


by no means the place for the small-business man with his few thousand dollars 
of capital.®! 


Gross capital costs in the industry have increased greatly since 
investments in presently operating mills were made. Exe luding work- 
ing capital, investment in woodlands, and in water and power facili- 
ties, the capital investment per daily ton of newsprint capacity for 
the Coosa River Mill, ace ‘ording to Arthur G. Wakeman, its executive 
vice president, was $80,000. Inclusion of additional items generally 
considered as capital investment would run the figure up to over 
$130,000 per ton of daily capacity. This was the estimate of J. D. 
Zellerbach, president of Crown Zellerbach, who compared present 
costs with those prevailing in the period when many extant mills 
were erected. 

In 1920— 
recalled Zellerbach— 


your investment per ton of newsprint capacity was around $35,000aton * * * 
and then the timber was all under license agreements with the provincial govern- 
ment in Canada, so there was no investment in timber. The power was largely 
supplied by the Government-owned Ontario Hydroelectric Authority or whatever 
it was, under contract at very low prices * * *. 

Robert Fowler, president of the Newsprint Association of Canada, 
also made a comparison of present-day capital costs and the original 
capital investment of mills producing newsprint today and informed a 
prior congressional investigating committee that “Our Canadian mills 
as they st: and today were built at one-half the cost of present- = Ly 
replacement.”’ 8 Mr. Hinman, president of International Paper Co., 
stated that capital investments for the newsprint facilities of ‘ac 
national were made at one-third the cost of new mills today. 

Whatever the discrepancy between estimates of previous and cur- 
rent capital costs, the conclusion is inevitable that capital require- 
ments of the industry have sharply risen since the time when present 
newsprint facilities were constructed. It is also clear that confronted 
with such high investment costs, risk capital has been reluctant to 
enter the industry under rates of return prevailing at the time the 
investigation by the subcommittee was under way. This conclusion 
is borne out by figures submitted by Crown Zellerbach for the con- 
struction of a new newsprint mill by its subsidiary, Pacific Mills, Ltd., 
in conjunction with Canadian Western Lumber Co., Ltd., at Duncan 
Bay, British Columbia, under the name of the Elk Falls Paper Co. 

In a letter to the chairman of August 4, 1950, Mr. Zellerbach indi- 
cated that capital costs for the Elk Falls project, which did not 
include the purchase of timberlands, the erection of hydroelectric 
facilities, or the construction of a chemical pulp mill, would approxi- 
mate $90,000 per ton of daily capacity. Further figures supplied 
the chairman last October indicate, if correct, that the return on a 
total equity investment of $8,000,000 would be 5.4 percent at then 

5! Cited in Hearings, p. 395. 
8 Hearings, p. 980. 


8 Exhibits, p. 149. 
4 Hearings, p. 648. 
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existing income levels.» In the meantime, Mr. Zellerbach himself 
had observed during his testimony in July that— 


you can go into the market and buy Crown Zellerbach or International Paper 
or any of the well established companies’ common stock on the basis of five or 
six times earnings, which is the basis of 16 or 20 percent, and on the basis of a 
dividend rate which will pay you 6 percent * * *,% 

A similar conclusion was reached in an article appearing in the 
Financial Post of Toronto last December. After comparing market 
valuation of new pulp-producing facilities with that accorded to exist- 


ing pulp companies, the Post appraised the situation in the newsprint 
industry and stated: 


Turning to the newsprint producers, it becomes apparent why there hasn’t 
been any stampede into new construction, no new public junior financing at present 
newsprint prices. Market values attached to most of the existing producers are 
running considerably below the apparent cost of new construction. The new Elk 
Falls Co. is building a newsprint plant (without any chemical pulp capacity at 
present) with an initial capacity of 240 tons daily. On the basis of $13,500,000 of 
bonds, $2,000,000 class A and $6,000,000 class B, market valuation amounts to 
$89,583 per ton compared with $30, 000-—$50,000 for other important producers. 

Proportion of funded debt, prefe rred issues, and common stock is also interesting. 
Averaging four existing producers (Consolidated, Abitibi, Donnacona, and Price 
Bros.) bonds represent 22.7 percent, preferred 10.6 percent and common 66.7 
percent. Elk Falls has 62.8 percent in bonds, 9.3 percent in class A common, and 
27.9 percent in class B common.” 


Profits 

However much potentially low returns on venture capital in the 
newsprint industry may have deterred investment in new mills, 
present incomes of companies whose now greatly depreciated facilities 
were erected in periods of lower costs have yielded substantial profits. 
On this point, leaders of the industry are in agreement. 

John Hinman, representing International Paper Co., stated that 
“Newsprint production is profitable at $100 a ton when the mills 
built at prewar prices are operating at capacity,” ® while J. D. 
Zellerbach of Crown Zellerbach noted that “If you own an old mill 
which is depreciated, * * * at the present price you can make a 
good return, very fair return, on your investment.” 

This testimony is borne out by current profit figures of newsprint 


companies. According to Editor and Publisher of June 30, 1950- 


- * at $100 per ton, estimated profits per ton before deduction of deprecia- 


oy depletion, interest, or income taxes, ranges as follows for 1949: Powell River, 
$50.93; Lufkin, $45; Price Bros., $38; MacLaren, $35.69; Consolidated, $31.72; 


(4; 
Great Lakes, $29; Abitibi, $28.62; [International Paper, $24.62; Great Northern, 
$23.53; Donohue Bros., $21.90. 

The average prewar period (1935-39) annual income for Inter- 
national Paper Co. was $3,169,903. By 1946, the profits of Inter- 
national had risen to $31,179,000. For the first 9 months of 1950, 
International attained the highest sales and earnings for a corre- 
sponding period in the company’s history. Net profits for 9 months 
totaled $49,431,585, only slightly under the $51,646,739 earned during 
the entire year of 1949. Net income for Crown Zellerbach also rose 
proportionately. Profits netted by the company for 1946 were 





85 Exhibits, p. 1008. 

© Hearings, pp. 981-982 
8? Exhibits, p. 1196 

8 Hearings, p. 678 

® Hearings, p. 945 
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$7,825,000 but had increased almost threefold by 1949 when they 
reached $21,179,000. 

While the profits of International and Crown Zellerbach derived in 
part from diversified paper products other than newsprint, income of 
companies concentrating principally on newsprint production portray 
a similar pattern. Thus, Great Northern Paper Co., which had a net 
income of only $902,000 in 1945, had profits of $4,857,000 by 1949. 
Net income of Consolidated Paper Corp. rose from $396,000 in 1942 
to $11,000,000 in 1949, while in the same period, the net income of 
Price Bros. increased from $1,677,000 to $7,125,000. Even the income 
of Abitibi, which had been in receivership for many years, practically 
tripled between 1942 and 1948." 

These latest high-level profit figures of newsprint companies 
compare most favorably with those of companies in other industries. 
A study of the ratio of net income to net worth of eight large Canadian 
corporations and International Paper Co., for example, shows that 
the ratio of International Paper Co. was higher than all other com- 
panies except Aluminium, Ltd., for the year 1949 and higher than all 
others except Distillers Corp. in 1948, whereas in 1940, the ratio for 
International Paper Co. had been lower than five of the other 
companies.°* 

With current profits at peak levels, it has proven highly profitable 
for existing companies to operate at full capacity as well as to increase 
the capacity of existing machines. “It pays a mill at present prices,”’ 
said Professor Guthrie, “ * * * to increase its capacity by 
speeding up its existing paper mac hines * * * or maybe putting 
in some new equipment.” * Speeding up machines and other devices 
can increase newsprint capacity at probably one-third of the cost 
of a new mill according to estimates of John Hinman, president of 
International Paper Co. Returns on capital expended in this manner 
thus compare favorably with income derived from previously depre- 
ciated facilities. As a consequence, more than 600,000 tons of 
increased capacity have been added by Canadian producers since 1946 
through the installation of two new machines and speeding up 
presently operating equipment. International Paper Co., alone, 
has spent $10,000,000 since World War II for additional new sprint 

capacity. Bowater’s Newfoundland Pulp & Paper Mills, -Ltd., has 
increased its productive capacity of newsprint about 50 pe reent since 
1946 through the installation of a new machine and speeding up 
extant machines at an expenditure of over $12,000,000. 

It should be observed, however, that profits of new sprint companies 
have not always stood at such favorable levels. The financial status 
of the industry throughout the depression period has been duly noted 
before. During the years 1940-45, a study by the OPA of net 
margins on standard newsprint paper for six unnamed producers 
showed net margins as follows: in 1940, $9.86; in 1941, $9.10; in 1942, 
$5.51; in 1943, $5.01; in 1944, $5.71; and in 1945, $3.81.% In 
number of these years, newsprint production proved considerably 
less profitable than the manufacture of other types: of paper and 
paperboard. This appears in the following table also derived from 
the afore-mentioned OPA study. 

$1 See exhibit N-82, p. 248, 
® Hearings, p. 652. 
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Percent of net profit before income taxes to net worth by types of paper and paperboard 
1936-45 } 


Item 1936 | 1937 | 1938 | 1939 | 1940 | 1941 | 1942 | 1943 | 1944 | 1945 
Paperboard 7 9.7 2.6 | 6 10.7 | 21.6 | 21.1 ] 21.9} 21.1 19. 1 
Newsprint 2. 5, ¢ B42 b det 8.7] 9.9] 6.7 5.8 | 7 5.0 
Gla 1 greaseproof 8.4] 8 1.9 | 1.05 | 10.7 | 22.1 | 22.9 | 22.7 17.9| 15.5 
Wri 4 9.0 2.8 | 4.4 6.6] 16.4] 18.9] 14.9] 14.8 9.1 
Book 2. ( 3. ¢ 14:28 is 9.5 8.6 9,2 8.9 7.0 
Poil 1 13.9 | 13.€ 10. 2 3.4 15.4 |] 20.5 | 21.0] 18.44 17.0 14.9 


Viewing the newsprint industry on a long-term basis, average profits 
over the past t 20 years have represented a low rate of return on invested 
capital. The situation with regard to International Paper Co., for 
example, was as follows: 

The average earnings of the newsprint mills of Canadian International Paper 
Co. and its subsidiaries over the past 15 years were 3.8 percent on the average 
invested capital for those years. If we threw in the losses on the relatively small 
quantity of newsprint manufactured in the United States during this period the 
percentage would be even lower. ‘Taking a longer period of 20 years, the average 
earnings of the newsprint mills of Canadian International Paper Co. and its 
subsidiaries were only 2.9 percent on their average invested capital.® 
Financial structure of companies 


Commissioner Cook of the Securities and Exchange Commission 
presented to the subcommittee an analysis of the financial structure 
of selected newsprint companies comparing results with a similar 
study made by the Commission of the iron and steel industry. The 
following are some of the salient features of this analysis and compari- 
son. 

In both newsprint and steel, the structure of many present-day 
companies is the result of mergers and acquisitions. 

There are recent newcomers in both industries, although the 
infant ne wsprint companies, unlike the steel companies, erected some 
new facilities. 

3. Both steel and ne wsprint companies have a similar history which 
is bare of common stock financing. Newsprint companies have some- 
what more preferred stock outstanding han ds the whee companies, 
but in both industries, publicly held debt has been retired over the 
last decade and replaced in part by privately held debt. 

t. In both industries the investment in net additions to plant during 
the past 20 years have approximated the total charges for deprecia- 
tion gut depletion. It should be noted, however, that eaar as the 
new sprin { industry is concerned, the latter figures include depletion 
charges relating to the exhaustion of timber supplies. 

5. Both newsprint and steel companies have retained large pro- 
portions of earnings which have served largely to increase working 
capital and to obviate public financing. 


Relationsh Ups between ne wsprint compan ies and financial institutions 
Commenting on the results of a study of financing in the news- 
print industry conducted by the Securities and Exchan;s Ge aaa, 
Commissioner Cook concluded that it t could not be said t] at anv one 
or more underwriters had dominated the newsprint financing field. 


es 


68 Exhibit N-57B, p. 124. 
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He further concluded that 6 of the 10 newsprint companies studied 
had no traditional banking relationships. Mr. Cook told the sub- 
committee: 


From the above observations it appears that 6 of the 10 newsprint companies 
have no traditional banker, that one of the companies has had continuing banker 
relationships with three different underwriters, and that only three companies 
can be said to have traditional bankers.® 

The three companies with traditional banking relationships were 
consolidated with Wood, Gundy & Co., Ltd; Price Bros., with Royal 
Securities, Ltd.; and Crown Zellerbach with Blyth & Co. 

Relations between Crown Zellerbach and Blyth & Co. have been 
close. Charles R. Blyth is president and director of Blyth & Co., 
and is likewise a board member of Crown Zellerbach. Both Harold 
Zellerbach, also a director of Crown Zellerbach, and Charles R. Blyth 
are members of the board of Rayonier, Inc. Blyth & Co., or its pred- 
ecessors, has participated in the following 13 security issues jof Crown 
Zellerbach or subsidiaries. 


Issues of the Crown Zellerbach Corp., its subsidiaries or predecessor companies 
in which Blyth & Co. or its predecessor companies participated ! 





Date Offering Company 
1918. ..............--| 10,000 shares, preferred , ar Zellerbach Paper Co. ‘ 
1920... sel saittecedned te 25,000 shares, 7-percent preferred Do. 
NU is ccanseaendbne $850,000, 644-percent bonds_. eed Washington Pulp & Paper Co. 
Sie deutagddcaunceues $1,000,000, 6-perce es DONGE......... American Investment & Realty Co. 
eee -| $700,000, 644-percent bonds_ ------ Washington Pulp & Paper Co. 
1924... 7 $800,000, 64¢-percent bonds- ----- ...| Northwestern Power & Light Co. 
ng Ee ae 60,000 shares, preferred_-.-..............--- Zellerbach Corp. 
1926. ..........---...| $20,000,000, 6-percent bonds--__----- 5 Crown Willamette Paper Co. 
1926... me 200,000 shares, preferred 2 aS, Ae Do. 
1929... 60,000 shares, preferred, series eee ..| Crown-Zellerbach Corp. 
1930__. : $10,000,000, 6-pe recent de bentures_..._._. } Do. 
1934 $1,875,000, 6-percent bonds-___- z Pacifie Mills, Ltd. 
1945 ‘ Exchange of preferred stock -__---- Crown-Zellerbach Corp. 


1 Exhibit N-344, p. 823 


The association between International Paper Co. and the Chase 
National Bank has been intimate, with the Chase Bank once having 
been a prominent stockholder of the company. The Canadian sub- 
sidiaries of International have maintained large deposits in accounts 
held by the Chase Bank. The Chase Bank was one of three banks 
purchasing $3,000,000 of the company’s 1% percent serial notes in 
June of 1941 and $22,650,000 of its 2 percent serial notes in Novem- 
ber, 1945. At the — time, Winthrop W. Aldrich, chairman of 
the board of the Chase National Bank, is simultaneously on the board 
of International Paper Co., and there has been a representative of 
Chase continuously on the board of the paper company for 25 or 30 
years. 

International Paper Co. has further financial connections. The 
president of Dillon, Read & Co., Charles S. McCain, is a member of 
International’s board of directors as is Ogden Phipps, a partner in 
Smith, Barney & Co. Members of the Phipps family own be neficially, 
either dire ctly or indirectly, 575,586 shares of the company’s common 
stock, and act as trustees for another 17 ,900 shares of common stock.® 

Other financial links of newsprint companies should be briefly 
stated. Consolidated Paper Corp., Ltd., has five directors who are 

6% Exhibit N-83 at p. 255. 


6? Exhibit N-49 at p. 106. 
68 Figures are as of June 6, 1950, and April 4, 1950, respectively, and appear in Hearings, p. 738. 
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likewise directors of the Bank of Montreal and four directors who 
are at the same time directors of the Roval Trust Co. Joseph P. 
Ripley, chairman and director of Harriman Ripley & Co., Inc., of 
New York, is on the board of Abitibi Power & Paper Co., Ltd., while 
two trustees of the Central Hanover Bank & Trust Co. and one 
director of Bankers Trust Co. are on the board of Great Northern 
Paper Co. 

American interests in Canadian newsprint companies 

Figures have already been set forth in considerable detail indicating 
the disparity between newsprint production in the United States and 
that in Canada. Yet a question of substantial importance is the 
extent to which American interests, either directly or indirectly, are 
connected with Canadian newsprint companies. 

Those paper companies in the United States having affiliated com- 
panies in Canada which manufacture newsprint are not difficult to 
ascertain. International Paper Co. manufactures its entire output of 
newsprint in Canada through its subsidiary, Canadian International 
Paper Co., which produces more than 700,000 tons of newsprint per 
year. Crown Zellerbach’s subsidiary, Pacifie Mills, Ltd., produces 
newsprint at Ocean Falls, British Columbia, at a mill with an annual 
capacity of 86,000 tons. Subsidiaries of Minnesota & Ontario Paper 
Co. have newsprint capacity of 150,600 tons at mills located in the 
Province of Ontario. 

The newspapers in the United States which own or have invest- 
ments in newsprint mills in Canada have been discussed at length. 
They are: the New York Times with 49.88 percent of the common stock 
of Spruce Falls Power & Paper Co., Ltd., with an annual newsprint 
capacity of 207,600 tons; Chicago Tribune which owns all the out- 
standing capital stock of the Ontario Paper Co., Ltd., with newsprint- 
producing facilities having an annual capacity of 332,640; and 24 un- 
known American publishers reported to own a substantial amount of 
stock in Great Lakes Paper Co. with an annual newsprint capacity of 
145,000 tons. <A few additional mills in Canada, small in size, are 
subsidiaries of various American concerns. Thus, 100 percent of the 
voting stock of Beaver Wood Fibre Co., Ltd., with newsprint capacity 
of 30,075 tons, is owned by Certain-Teed Products Corp. And 
Kalamazoo Vegetable Parchment Co. of Michigan has a subsidiary 
entitled “K. V. P. Co., Ltd.,’’ which produces an insignificant amount 
of newsprint at Espanola, Ontario. 

Assuming the correctness of the above figures, they disclose that 
at the minimum, American interests control over 30 percent of total 
Canadian newsprint capacity and more than 40 percent of all news- 
print capacity on the North American Continent. No accounting 
has here been taken of admitted American stock interests in Con- 
solidated Paper Corp., the fact that the securities of Abitibi, the 
securities of Consolidated, and those of Price Bros. are all traded over 
the counter in this country, and that 

About the time of World War I much of the Canadian financing, including the 
newsprint industry, came to be done in the United States.® 
Including such figures, current estimates are that United States 
capital constitutes fully half of the total investment in the Canadian 
paper industry.” 


6 Commis 


er Cook, Hearings, p. 406. 
7 Exhibit N-437 at p. 940. 
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ANTITRUST PROCEEDINGS AGAINST NEWSPRINT COMPANIES 


The newsprint industry has not only been a frequent subject of 
congressional investigations but also has been the object of several 
studies by antitrust enforcing agencies. 

As early as 1916 the industry had already been under the scrutiny 
of the Federal Trade Commission which, according to Professor Ellis, 
uncovered evidence that the News-Print Manufacturers Association, 
a trade organization 
operated on behalf of over 80 percent of continental production by allocating 
customers to mills, prorating tonnage of new mills so as to prevent new produc- 
tion from creating a competitive market, curtailment of production, and. pre- 
vention of plant expansion.”! 

The results of this inquiry led to proceedings by the Department of 
Justice against 45 newsprint companies and 8 individuals for viola- 
tions of the antitrust laws. 

In April of 1917 a complaint was filed by the Attorney General in 

which it was charged that defendants, through the News-Print Manu- 
facturers Association, had engaged in an unlawful combination— 
with the purpose and intent of eliminating or restricting competition in the sale of 
newsprint paper and of concertedly working for materially higher prices and of 
concertedly establishing uniform terms and conditions of sale in such trade and 
commerce.” 
George H. Mead, then president of the G. H. Mead Co., of Dayton, 
Ohio, together with the presidents of International Paper Co., Minne- 
sota & Ontario Paper Co., Laurentide Co., Ltd., Donnacona Paper 
Co., the vice president of Kimberly Clark, and a leading American 
banker, were all indicted for their partic ipation in the organization 
and operation of the News-Print Manufacturers Association. A con- 
sent decree and pleas of nolo contendere, supplemented by an agree- 
ment to last for the duration of the war and 3 months thereafter in 
which it was stipulated that “After April 1, 1918, the just and reason- 
able maximum prices and terms of contracts for the sale of all or any 
newsprint paper shall be determined and fixed by the Federal Trade 
Commission * * *,” ” wrote an end to this litigation. 

By 1939 only 2 of the 8 3 individual defendants and 14 of the 45 
corporate defendants in the 1917 case of United States v. George H. 
Mead et al., just described, were engaged in the production and dis- 
tribution of newsprint. This fact, combined with the change in the 
location and stature of the newsprint industry previously delineated 
at length, led the Federal Trade Commission to conclude at that time 
that existing conditions in the industry no longer fell within the scope 
of the consent decree obtained in 1917. A conclusion of similar tenor 
was reached by the Department of Justice which stated in a press 
release announcing the institution of an investigation of the industry 
on May 24, 1939 that 

It is clear that changed circumstances have rendered the 1917 consent decree 
ineffective as a means of preventing the restraints at which it was directed.” 

As a result of this investigation an indictment was returned against 
Crown Zellerbach Corp., Hawley Pulp & Paper Co., Inland Empire 

Hearings, p. 200. 

72 Exhibit N-45 at p. 84. 
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Paper Co., and Powell River Co., Ltd., the only North American 
manufacturers then regularly selling newsprint on the west coast. 
Also named in the indictment were some subsidiaries of the afore- 
mentioned companies and a number of top officers and executives of 
these corporations, including J. D. Zellerbach, Isadore Zellerbach, 
Harold Zellerbach, Richard McDonald, William Barclay, and Harold 
Foley. It was charged that these companies had entered into a 
conspiracy illegally to fix the price of newsprint. 

Four of the corporate defendants in this case and two of the indi- 
vidual defendants pleaded nolo contendere and were fined varying 
amounts under penalty provisions of the Sherman Act. As to the 
remaining 16 defendants, the indictment was dismissed. 

In early 1947 the Department of Justice undertook its third investi- 
gation of newsprint companies. As the result of complaints “that 
newsprint producers, including Canadian, American, and European 
firms, are engaged in a cartel to fix prices, restrict production, and 
allocate supplies to favored newspaper publishers,” ® 31 grand jury 
subpenas were served in the United States upon representatives of 
Canadian and American newsprint companies. Certain newsprint 
companies incorporated in Canada, specifically Canadian Interna- 
tional Paper Co., Canadian International Paper Sales Co., Inc., 
Kimberly Clark Corp., and Spruce Falls Power & Paper Co., L td., all 
moved to quash these subpenas on the ground that the companies 
were not doing business in the United States. But the motions of 
Canadian International were denied by District Judge Goddard, 
sitting in the southern district of New York, while Judge Porterie 
overruled similar contentions of Spruce Falls and Kimberly Clark. 

After correspondence between the Department of State and the 
Department of Justice and after conferences in the fall of 1947 
between the representatives of the Department of Justice, the De- 
partment of State, the Canadian Government, and the Newsprint 
Association of Canada, the subpenas were withdrawn insofar as they 
applied to documents physically located in the Dominion. Shortly 
thereafter, however, the Attorney General indicated that “the Depart- 
ment has not withdrawn nor does it contemplate the withdrawal of 
the subpenas insofar as they relate to the production of documents 
physically located within the confines of the United States.” ” How- 
ever, the Department does not appear to have taken any subsequent 
legal action. 

Mention should also be made of three unsuccessful Federal Trade 
Commission proceedings against Crown-Zellerbach. In 1928 the 
Commission failed in its attempt to dissolve the acquisition by the 
Zellerbach Paper Co. of the Crown-Willamette Paper Co. Another 
Commission complaint was dismissed in 1944 when it charged Crown- 
Zellerbach Corp., along with other members of the American Waxed 
Paper Association, w ith limiting competition and creating a monopoly 
in the sale of waxed paper stocks. A case instituted in 1946 against 
Crown-Zellerbach and the General Paper Co. is, to date, still pending. 


78 Letter from the Assistant Attorney General to the Secretary of State, June 13, 1947, exhibit N-2B, p. &. 
% Letter from the Attorney General to the Secretary of State, January 26, 1948, cited in Hearings, p. 102. 
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Ill. Monoroty PrRoBLEeMsS IN THE NEWSPRINT INDUSTRY 
CONTRACTS AND CONTRACT PROVISIONS 


Most newsprint purchased by American newsprint consumers today 
is sold under contract. Newsprint contracts with the larger pub- 
lishers account for the greatest proportion of tonnage from most mills, 
while smaller publishers and paper merchants or jobbers contract for 
the remainder. Thus, International Paper Co., which possesses a 
total number of 491 contract customers, has about 50 percent of its 
output under contract to its 10 largest customers. An even greater 
disproportion of contract sales to large purchasers exists on the books 
of Crown Zellerbach for, according to J. D. Zellerbach, ‘Our three 
largest customers take about 65 percent of our tonnage.” ! 

Many smaller publishers do have direct contracts with newsprint 
mills, but there are a large number of papers with small circulations, 
especially in rural areas, which rely upon paper merchants and jobbers 
for their newsprint supplies. These newspapers buy in less than car- 
load lots, usually sheets instead of rolls, and frequently in amounts of 
less than a ton. Often without benefit of contract, they must rely 
largely upon spot market sales on the part of jobbers. 

The major newsprint mills themselves have virtually abandoned 
sales in the spot market out of preference for contracts. A.B. Meyer, 
president of the Bowater Paper Co., informed the Chairman that from 
records available for past years, the number of tons of noncontract 
tonnage sold by his company was ‘‘very small.’ Crown Zellerbach 
wrote to the subcommittee that the company sells “very little, if any, 
newsprint on the spot market.’”” And Richard Doane, vice president 
of International Paper Co., stated frankly that “99.9, if not 100 per- 
cent, of our business is contract.”’ 

Evidence indicates that some mills have intentionally abandoned 
spot sales in an effort to require publishers to sign under contract. 
As early as 1939 Richard Doane wrote in a general letter to the sales- 
men of the different division offices of International Paper Sales Co., 
that— 

If anyone approaches you now for tonnage to be shipped the balance of the 
year and it is a publisher to whom we are not supplying paper this year, we feel 
that in fairness to your own contract customers, we should not agree to accept 
such business except with assurances as to continuity of relationship; in other 
words, a contract through next year at least. * * * any publisher who does 
not happen to be a customer of ours but is receiving supply, whole or in part 
from North American sources, we authorize you to accept business for shipment 
this year provided you obtain a minimum of a year’s contract * * *.? 


Two years later, Doane expressed the unequivocal policy of the 
company when he stated to his sales force: “We are not going to 
accept any more spot business and believe that the time has come 
when you should be able to obtain term contracts for any new 
account that we take on.” ° 


Long-term contracts 


Not only have newsprint companies encouraged contract sales at 
the expense of the spot or noncontract market, but there has been a 





1 Hearings, p. 978. 
? Exhibit N-224 at p. 531 
3 Exhibit N-227 at p. 533. 
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recent practice throughout the industry to write contracts for lengthy 
periods of time.” ‘Nearly two-thirds of our total tonnage,’’ said 
J. D. Zellerbach, ‘fis committed on contracts in which the publishers 
themselves elected a 10-year fixed term.’ A. B. Meyer, of Bowater 
Paper Co., expls ained that customers of his company had signed for 
10-year contracts ‘‘almost without exception.” D. W. Sherman, 
speaking for Consolidated, indicated that “10 years is probably the 
average contract we have now,” while, according to representatives 
of the company, “Since 1948, it has been the policy of Great Northern 
to write contracts for 5 years if acceptable to the customer.”’ Average 
length of United States contracts for newsprint from the Finnish 
Paper Mills’ Association is 5 years. 

The development of the long-term contract may be traced directly 
to attempts on the part of manufacturers to utilize developing news- 
print shortages to their own economic advantage. On September 16, 
1939, only 7 days after the outbreak of hostilities in Europe, Richard 
Doane of International noted that “Now is the time to increase our 
direct connections and to increase our tonnage with our present cus- 
tomers and to put our relationship on a contract basis of at least a 
year and longer where possible.’’* Only shortly before, on September 
7, 1939, Doane had cautioned salesmen that ‘There are undoubtedly 
customers who would resent any pressure at this time to extend their 
contract over a period of years and we are not advocating any ag- 
gressive campaign,” but nevertheless proceeded to advise “that “Of 
course, we are prepared to renew them through 1940 only, but, if a 
longer term of 3 to 5 years can be obtained, now is the time to do it.’’5 

By 1941 Doane was in a position to be quite uncompromising in 
affirming the policy that long-term contracts were to be a sine qua 
non for the privilege of doing business with International. “We feel 
it will be very foolish,” he then commented, ‘‘to consider any new 
business that we can’t put on our books for at least 3 years * * *.” 
Such contracts were apparently not to be granted to impecunious or 
insignificant publishers for, warned Doane, ‘‘we also believe that new 
business can well be confined to worth-while newspaper publisher 
accounts good for the long pull. ee 

In 1944 Abitibi undertook a “plan to change over continuing pub- 
lisher contracts to firm 5-year contracts,” at the same time adverting 
to the fact that “‘as our jobber contract tonnage is quite an important 
factor in our contract position it would seem desirable to tie it up on 
a definite basis for 5 years * * *.”? In January of 1945, R. W. 
Ashley of the G. H. Mead Co. noted after a telephone conversation 
with Smith, vice president of Abitibi, that “Mr. Smith seems to feel 
very strongly that this is the time to try to get more tonnage on a 
long-term basis and, therefore, we have his instructions to attempt to 
write all present and future jobber contracts for an additional 5 
years.”’® By April of 1945, out of 74 publisher and miscellaneous 
G. H. Mead customers purchasing Abitibi tonnage, “‘57 of these con- 
tracts have been extended firm for 5 years, leaving 17 unclosed,” and 
from 40 contracts with jobbers, “34 of these have been continued 
firm.” ® 
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An instance of how long-term contracts were procured by Abitibi 
in accordance with this policy is illustrated by the following episode. 
In 1946, the St. Louis Globe-Democrat requested additional tonnage 
from the G. H. Mead Co. and Abitibi. After a discussion between 
officials of the Mead Co. and Abitibi in Toronto on October 9, 1946— 
it was agreed that we should arrange to take care of their additional requirements 
amounting to 1,000 tons, conditional upon the contract being rewritten so as to 
get away from a straight requirements contract, and in its place to have a stand- 
ard form of contract running for 5 years from January 1, 1947, for a total of 


22,732 tons, and to write a separate contract for 1,000 tons of roto news for the 
same period,'® 


When newsprint is in short supply, the spot market all but vanished, 
and mills accept customers only on a long-term contract basis, as far 
as newspapers using large tonnages are concerned, the long-term con- 
tract is like an economic license to do business. The impact of long- 
term contracts upon the free press was indicated by J. D. Zellerbach, 
president of Crown Zellerbach, in the following colloquy taken from 
the subcommittee’s hearings: 

Mr. Levi. Mr. Zellerbach, at the present time a long-term contract is really a 
franchise, a necessary franchise, for getting newsprint, is it not? 

Mr. Ze_.ueRBACH. That is true in large tonnages; yes. 

The CuairRMAN. And without that franchise they could not operate that 
yaper: 

Mtr. ZELLERRACH. I do not think any large tonnage could be secured today 
without a long-term contract. I do not think anyone would want to establish a 
paper today unless he had a long-term contract. 

Mr. Levi. Then if you combine these long-term contracts with the shortage, 
what you do is eliminate any free market for the time being for any newcomer? 

Mr. ZELLERBACH. He would find difficulty; ves. ! 

The chairman further asked whether there was danger of a free 
press being curtailed by lack of newsprint, ‘‘because long-term con- 
tracts, which are the only way you can get any proper supply for the 
successful operation of a paper, means a preempting of the supply for 
a long period of time so that newcomers cannot get into the field?” 
“There is something to that,’? Mr. Zellerbach agreed.” 

A practical example of the effect of the almost uniform policy on the 
part of newsprint companies of demanding long term contracts is 
afforded by the case of John H. Perry, preside nt of the Western 
Newspaper Union and publisher of 25 dailies and weeklies in Florida. 
According to Perry, when his 1946 contract with the Bowater Paper 
Co. expired— 

I was sent word by the Bowater Paper Co. of Newfoundland that they were 
preparing a contract for me to sign, and it would be for 12 years duration. 

I was informed by them that if I did not sign it, I would not get any further 
newsprint from them.% 

A. B. Meyer, president of Bowater Paper Co., corroborated Perry’s 
testimony that Bowater would not continue to supply him with news- 
print unless he became indentured to the company for a period of 12 


years. “Would you have given Mr. Perry a 1-year contract?”’ 


queried counsel. ‘“‘Not at that time,’ declared Mr. Meyer. ‘At 
that time I insisted that Mr. Perry, if he sign a contract with us, 
10 Exhibit N-242, p. 566. 
1! Hearings, p. 952. 


12 Hearings, p. 953. 
3 Hearings, p. 92. 
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sign a contract similar to the contract that the rest of our customers 
signed,’”’ 

Although Perry opposed signing the long-term contract with 
Bowater, he reluctantly agreed inasmuch as he believed it was im- 
possible for him to obtain newsprint elsewhere. 

Other consequences springing from the adoption of long-term con- 
tracts by almost all producers should also be mentioned. J. D. 
Zellerbach noted the effect of long-term contracts on the ability of 
many producers to replace customers. ‘‘Generally speaking,”’ 
Zellerbach explained, “the bulk of the tonnage is purchased by large 
publishers, under long-term contracts, making it more difficult to re- 
place lost customers than in other branches of the paper industry.” 

Mr. Caspar, of Great Northern Paper Co., indicated that it was the 
long-term contract which required his company to include in its pricing 
clauses a ceiling based upon the price of another newsprint producer. 
As Mr. Caspar : saw it, the price-ceiling provision was ‘“‘the inevitable 
result of the long-term contract which does not specify the 
price * * *.” Frank Jepson, representing the United States agents 
of the Finnish Paper Mill, also indicated the effect of long-term con- 
tracts both on the price of newsprint and on the profits of newsprint 
companies. “If we did not have long-term arrangements with our 
buyers,”’ stated Mr. Jepson, “if we had 150,000 tons to sell today in the 
United States, we certainly could sell it for a lot more money than our 
customers are getting it for today.” 

Professor Guthrie expressed the opinion that the general practice of 
entering into long-term contracts would tend to facilitate expansion 
of productive capacity. An instance cited by A. B. Meyer, president 
of the Bowater Paper Co., supports this opinion. Meyer stated that 
the execution of long-term contracts assisted his company in expand- 
ing its capacity during the shortage. 

During the war period we, in New York, felt that there was going to be a large 
increase in the consumption of newsprint when the war was over, and controls 
were removed, and we tried to persuade the owners of Bowater’s Newfoundland 
Pulp & Paper Mills, Ltd., to put in a new machine; in order to persuade them to 
do it, I approached a number of large consumers of newsprint in the United States, 
and discussed the matter with them, and they agreed that if we put this new 
machine in Corner Brook, to give us a 10-year contract for the output of that 
machine. 

After we did that, we went around and told the rest of our customers about it, 
those that were buying the output of the other machines, and they all felt it was a 
good contract, and decided to make 10-year contracts with us for their tonnage. 

Mr. Levi. Were these original 10-year contracts the original ones for the output 
of a particular machine? 

Mr. Mryer. Well, you mean the ones for the new machines; yes, that was for 
the output of that particular machine.” 

End use restrictions 

Contracts of important producers frequently provide that the news- 
print purchased shall be used only for printing editions of specified 
publications of the purchaser. Thus the newsprint furnished John 
Perry under the contract previously referred to with the Bowater 
Paper Co. may be used only ‘‘for printing editions of the Jacksonville 
Journal published at Jacksonville, Fla. (hereinafter called the desti- 
nation) on the following terms and conditions:” 'S Like restrictions 


4 Hearings, p. 487. 
18 Hearings, p. 977 
16 Hearings, p. 519 
? Hearings, p. 467. 
1% Exhibit N-1C, p. 5. 
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currently appear in the contracts of Consolidated, Price Bros., and 
Crown Zellerbach, and at least at one time were contained in the con- 
tracts of International and Abitibi. 

Variations in wording of the restrictive clause cited above are fre- 
quently incorporated in many contracts. Thus Great Northern paper 
“shall be used by the purchaser only, and exclusively in the publica- 
tion of the various editions of ________________ , & newspaper pub- 
TU shad ile heen 19 In contracts prior to 1948, Crown 
Zellerbach insisted that it be “explicitly understood and agreed by 
the purchaser that none of the paper covered by this agreement shall 
be used for any other purpose than the publication of the various 
editions of the newspaper named herein.” ” 

Restrictions are similarly placed by newsprint companies upon 
newsprint sold to merchants and jobbers. Jobber contracts with 
Crown Zellerbach currently specify that the newsprint sold is ‘‘to be 
ONE OP se eh a for printing editions of ______________-- 
nev rspaper(s) published in _____________- eS ee eee ~—_ 

* * A. B. Meyer of Bowater Paper Co. indicated that ‘‘We 
siaiitin under contracts with jobbers, we tie them down to resale to 
newspapers.” ” 

Paper sold by International under merchant contracts is “exclusively 
for distribution by the buyer in the territory and to those classes of 
users in the publishing, printing, or converting business to which the 
buyer has been supplying the seller’s newsprint in recent years 
* * * 9) 23 

The result of contract provisions confining newsprint to enumer- 
ated publications, as A. B. Meyer of Bowater Paper Co. readily 
agreed, is that ‘ ‘after the purchaser owns the newsprint he still must 
use it for a particular newspaper.’””’ When Mr. McCulloch of the 
subcommittee wondered what would occur were the paper to be made 
available by the purchaser to some other publisher in short supply, 
Mr. Meyer indicated that “they would under the terms of the con- 
tract probably discuss it with the supplier.’ 

D. W. Sherman of Consolidated gave like testimony and explained 
that the purpose of the contract provisions restricting the use of 
newsprint was to prevent purchasers during the period of intense 
shortage from reselling newsprint at black-market prices. He testi- 
fied as follows: 

Mr. McCututocn. Do you hold your customers rigidly to that provision of 
your contract? 

Mr. SuerMan. So far as I can remember that problem has never come up, sir. 
Most newspapers, in the last few years, have needed all the paper they could get, 
and there was no question of giving it to anybody else. 

Mr. McCutuocu. You know of no publisher who, out of the goodness of his 
heart, has made some newsprint available to some other publisher who had a great 
and crying need during this shortage? 

Mr. SHERMAN. I have heard by gossip, sir, that several newspapers have helped 
out their friends, I mean, if they were very short. 

Mr. McCut.ocu. If you knew of that actually, then, what would be your action 
toward that newspaper publisher who helped out another publisher in time of 
extreme shortage? 

Mr. SHERMAN. I feel confident that they would come to us and say that they 
wanted to help out their friends, or there was a newspaper in difficultv or having 

'? Exhibit N-262, p. 607. 
2% Cited in Hearings, 1. 997. 
Exhibit N-306N, p. 696 
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@ very severe problem, and they undoubtedly would ask us if that would be all 
right to give it. 
Mr. McCuttocn. What would be your answer? 


Mr. SHerMaAN. I do not make decisions, sir. I would think that we would say, 
ce Pr PP 
O. kK. 


The whole provision of this clause was to prevent our paper being hawked around 
the market at $200, $250, which would lose our good will from all our publisher 
friends. 

Mr. McCuuiocn. That is a commendable position to take. 

Mr. SHERMAN. It is just good common sense. If we turned down Mr. Nims, 
and suddenly he found Consolidated paper being sold at $200 or $250, we would 
lose all the good will we have been trying to build for a great many years. It 
would be suicide. 


Mr. Bryson. That is to try to combat the gray market. 
Mr. SHERMAN. Yes.?4 


The procedure followed when a purchaser wished to divert news- 
print tonnage destined for his publication to other consumers was 
illustrated when, in a period of short supply, International Paper 
Sales Co. had ‘‘borrowed’”’ 1,000 tons of newsprint from the Chicago 
Sun-Times by delaying shipments of tonnage to that publication. 
Later on, the customer asked to have the 1,000 tons “repaid” by 
shipments intended for certain newspapers having no affiliation with 
the Chicago Sun-Times except that they used Parade, a Sunday 
supplement published by a company affiliated with the Chicago 
Sun-Times. Alexander Hehmeyer, attorne y for the Chicago Sun- 
Times, noted that Crooker of International “raised no question about 
raising the 1,000 tons or letting Parade sai as long as Inter- 
national knew where the paper was going and had a chance to protest 
if such shipments would cause it any embarrassment.” 

The following evidence discloses attempts by oe jproducers 
to enforce end use restrictions. 

Richard Doane of International wrote in 1942 as follows: 


In selling our newsprint to middlemen or to any other concern who them- 
selves are not! actually consumers, it has always been understood, under no cir- 
cumstances would such customers reexport our paper. We, ourselves, either 
directly or through affiliated companies are interested in all of the overseas 
markets and naturally do not wish to compete against ourselves. 

One of the conditions of the general license under which we are today shipping 
from Canada is that none of our customers shall reexport our newsprint. 

It is doubly important today that the understanding our paper is not to be 
exported shall be observed by all our middlemen. 

Will you please, therefore, take the necessary steps to obtain such assurances 
even though they are merely a renewal. In most cases, I am sure you can handle 
the matter verbally, but it should be done promptly, and we would appreciate 
a reply as soon as you have covered your middlemen, as we want to advise the 
Department of Trade and Commerce here that we are sure of our position. 

Naturally if anv middlemen are not ae by the understanding we have 
always had with them we will have to take the necessary steps to correct such 
& situation.”6 


Price Bros. Sales C ‘orp. indicated an intention to ‘‘take some dis- 
ciplinary measures” because it learned that Netional Printing & 
Publishing Co. had resold newsprint at black-market prices. Because 
Price Bros. laa “always understood that the existing contract with 
the National Pulp & Paper Co. was made on the basis of all paper 
being shipped to the National Printing & Publishing Co. in Chicago 
being used for the printing of Goldblatt publications, ” the company 
was more than nonplussed to discover “that paper was distributed 
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and used in Chicago for other purposes than printing of Goldblatt 
circulars in the National Printing & Publishing Co.’s plant, namely, 
Southtown Economist, M. V. Klich Printing Co., Peacock Printing 
Co., Chicago Times, and Kable Bros., secured paper from them.” 7 
Accordingly, ‘The contract with the National Printing & Publishing 
Co. was allowed to expire which it did on December 31, 1947.” * 
Newsprint companies have attempted to control the ultimate use 
of newsprint in a manner which Government agencies of the United 
States have declined to exercise even during emergency periods. 
Thus, throughout the last war, despite all WPB limitation orders on 
printing paper, freedom from end-use control by the Government was 
maintained.” James F. Newcomb, cochairman of the Joint Commit- 
tee on Government Relations of the Commercial Printing Industry 
in 1944, explained to a congressional committee the essential reason 
for opposing Government end-use controls on paper as follows: 
Control of what end use may be made of paper—prohibiting one type or another 
of printing matter, by refusing paper or discriminating between users of paper, 
letting one business have paper for printing and denying it to another—would 
be a most flagrant violation of this guaranty of freedom of the press.* 
This same congressional committee, investigating the newsprint 
industry during the last war, reached the conclusion that— 


any end use-controls on printing paper would open the door for a serious infringe- 
ment of the basic American principle of freedom of the press. 


During recent years, however, important newsprint producers have 
followed a policy of attempting to control the use of newsprint after 
sale. 


“Entire requirements” contracts 


It was common for many contracts of newsprint producers formerly 
in use to stipulate that the tonnage supplied be the “entire require- 
ments of the publication (now estimated at ________-- tons).” 
Before 1948, Crown Zellerbach contracts provided in substantially 
similar terms that tonnage supplied should be the requirements of the 
publisher. At one time, contracts for International specified the entire 
requirements of the publisher, as did those of Bowater, Minnesota & 
Ontario Paper Co., and the G. H. Mead Co. (Abitibi). 

Since newsprint has been in increasingly short supply, the entire 
requirements provision has been replaced ‘either by a clause indicating 
a specified tonnage or by a provision embracing the entire require- 
ments of the buyer but including a maximum tonnage purchasable 
thereunder. The current contracts of Crown Zellerbach are on a flat 
tonnage basis except jobber-customer contracts which provide for 
“the requirements of the purchaser’? but also include a maximum 
tonnage limitation. By 1947, R. C. Doane of International could 
remark that ‘“‘As regards present United States customers, there is 
now a specific limitation as to the tonnage we are obliged to supply.”’ 
The contracts of International had by ‘that time been modified so as 
to furnish “Entire requirements of the publication but not to exceed 
an annual rate of _______.___-. tons * * *.” Provisions similar 
to those now incorporated in the contract forms of Crown Zeller- 

7 Exhibit N-240 at p. 564. 
% Hearings, p. 743. 
2 Exhibit N-73B at p. 201. 
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bach and International presently appear in the contracts of other 
producers. 

The transformation of newsprint contracts from ‘entire require- 
ments” to a maximum tonnage basis suggests a willingness on the 
part of newsprint producers to restrict buyers in times of plentiful 
supply from purchasing elsewhere and a corresponding reluctance in 
a period of shortage to assure buyers of all their needs. It also con- 
stitutes another example of uniform policies pursued by the leading 
newsprint companies in the industry. 


Miscellaneous contract provisions 


Many contract provisions in the contracts of major producers are 
alike, both in language and in tenor. In the contracts of Bowater, 
Minnesota & Ontario, Consolidated, International and Abitibi have 
appeared liquidated damage provisions for breach by the buyer in 
which damages have been specified at the equivalent of 50 cents per 
hundred pounds on tonnage yet undelivered. Pricing provisions, a 
subject which will be considered in detail in future pages, run parallel 
in many instances as the AN PA observed in the following excerpt from 
a recent bulletin: 


A number of different newsprint contracts of United States publishers show 
that the five Canadian newsprint mills frequently mentioned in various contracts 
where prices are controlled by what other mills charge are the following: Abitibi, 
Consolidated, Great Lakes, International, and Price Bros.*? 

That contracts contain clauses requiring general or special duties as 
well as sales taxes to be paid by the purchaser is “‘the present custom- 
ary practice of the trade.” * ‘Usual trade differentials’’ exist for 
“Coloured Newsprint Paper,’ * and for a sale through merchant or 
middleman, there prevails a ‘‘commission or reduction ordinarily 
allowed by the trade in such cases.”’ * 


PRICES AND PRICE POLICIES 


A study of the prices quoted by newsprint companies in the United 
States reveals a period of at least two decades during which most 
major producers have quoted the same prices. Professor Guthrie 
could recall only three instances in the history of the industry when 
newsprint prices varied—from 1921 to 1924 when there was a scarcity 
and Great Northern and Minnesota & Ontario charged lower prices 
than their competitors; during 1938, 1939, and 1940 when Great 
Northern and St. Croix charged lower prices than the generally pre- 
vailing quotations; and between the end of OPA controls and 1948 
when prices were at times at variance.* 

Representatives of leading companies concurred in concluding that 
newsprint prices over a long period of time have been generally the 
same. Archibald Graustein, former president of the International 
Paper Co. traced the history of the newsprint industry during the 
12 years between 1924 and 1935 and noted that— 

Before leaving this subject of the disastrous 12-year decline in newsprint prices, 


it should be pointed out that with some exceptions the prices of most of the manu- 
facturers were uniform throughout the period.*? 


8? Exhibits, p. 1108. 

% Exhibit N-102 at p. 370 
% Exhibit N-102 at p. 369. 
3§ Ibid. 
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Mr. McCulloch of the subcommittee questioned D. W. Sherman, 

commercial vice president, Consolidated Paper Sales, Ltd., regarding 

newsprint prices during the depression and received a similar reply. 
Mr. McCut.ocn. And there was a universal price in the thirties, as well as 
Mr. SHERMAN. It always has been, sir.*8 

_ Mr. Doane of International testified that prices of most producers 

in the industry were “fairly much the same,” and R. A. McDonald, 

executive vice president of Crown Zellerbach, indicated the extent of 


the identity of newsprint prices quoted on the west coast when 
interrogated by counsel. 





Mr. Levi. Then it would be correct to say that the deviation from the pattern 
followed by the rest of the industry in sales in your area is only a deviation for a 
small amount of tonnage? 


Mr. McDona bp. I would think that would be correct.®® 


J. D. Zellerbach, president of Crown Zellerbach, protested strongly 
when Mr. Denton of the subcommittee suggested that at times, 
varying newsprint prices had occurred. 

Mr. Denton. That is just lately you have these even prices? 

Mr. ZELLERBACH. No. 


Mr. Denton. Back during the ’30’s there was considerable fluctuation? 
Mr. ZeELLERBACH. No, very little, very little differential. 
= 


An examination of actual contract prices recently quoted by major 
producers and reported by the American Newspaper Publishers 
Association reveals a clear picture of uniform prices prevailing through- 
out the industry. Thus, on August 1, 1948, the price of newsprint 
rose to $101 per ton for all mills making price announcements except 
Great Northern, St. Croix and Southland whose prices remained at 
$97 per ton.“ By September 1, 1948, Southland had raised its price 
to $101; October 1 found St. Croix’s price at $101; and Great Northern 
finally fell into line when on November 1, 1948, it too charged a price 
of $101 per ton. 

The year 1949 saw practically uniform prices of $101 per ton 
throughout the industry for all North American mills making an- 
nouncements except for extra delivery charges specified by Powell 
River, Bowater, and Montmorency for certain limited areas. ‘These 
charges had been eliminated by the beginning of 1950 and prices 
remained uniform at $101 thereafter until increases were announced 
by newsprint mills in the fall of that year. By January of 1951, 
according to the latest information obtainable, newsprint prices of all 
announcing mills had risen to $107 per ton with but two exceptions. 
Great Northern remained a dollar per ton below existing prices at 
$106 while Powell River’s quotations for the Pacific coast were above 
existing levels at $111. 

Uniform prices recently prevailing throughout the newsprint in- 
dustry are shown in the following table which sets forth price quota- 
tions for important companies during the last 2 years. 

38 Hearings, p. 574. 
3° Hearings, p. 952. 
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Recent newsprint prices of North American mills 


{Base price in dollars per ton] 








| | 
| (Col- | (Col- | (Column 
. | (Column 1) | ymin 2) | (Column 3) | ann’) | 5) 
| | | 
| . ay 
Company Mill location Date of only | Price | Amount 


| 
Price 
Ys ¢ oe . 
| scaee tate hase date} price increase | on date |ofincrease 
| a a 





: | shown since that shown | (column 
prior to : " | 

Nov. 1. 1950 | imeol-| shownin | in col- | 4—col- 

eee“ Yami} column 1 | umn 3} umn 2) 








| | 
CANADIAN MILLS | 
| | | | 
Abitibi-__-.- F ..| Ontario, Quebec, and | Aug. 1,1948| $101 Nov. 1, 1950 | $107 | $6 
| _ Manitoba. | | 
Anglo-Canadian | Quebec | ie. ks 101 isthe Ceci t | 107 | 6 
Anglo-Newfoundland.| Newfoundland do 101 | G6... 107 | 6 
Bowater’s : | ee 0 san 101 | do } 107 | 6 
Consolidated ..| Quebee do... | 101 | do | 107 | 6 
Donnacona do do... | = =101 | do 00a 6 
Donohue Brothers ae ; < | _do. 2 101 | do | 107 | 6 
Great Lakes Ontario ee do 101 | do 107 | 6 
International.........| Quebec and New do | 101 |..-..do | 107 | 5 
Brunswick. | | | | 
Minnesota & Ontario_| Ontario eames do 101 | do | 107 | 6 
James Maclaren. - | Quebec nite a 101 | Jan. 1, 1951 107 | 6 
Mersey | Nova Scotia | do | 101 | do 107 | 6 
Pacifie Mills | British Columbia ' do 101 | Nov. 6, 1950 107 | 6 
Powell River _. er “hee |... do | 101 | Oct. 16,1950} 111 | 10 
Price Brothers Quebec do.. | 101 | Nov. 1, 1950 | 107 | 6 
St. Lawrence... : ee | do__.. 101 @ do | 107 | 6 
Spruce Falls. _- Ontario do ; 101 |.....do | 107 | 6 
UNITED STATES MILLS | | 
j ' 
Coosa River Alabama... Soc __..do ef eRe 5 
Crown Zellerbach..__- | Oregon and Washing- | Aug. 1, 1948 RE eee 107 6 
ton. | | | 
Great Northern... | Maine--.- | Nov. 1, 1948 101 | Jan. 1, 1951 | 106 | 5 
Inland Empire_- Washington | Aug. 1, 1948 101 | Nov. 1, 1950 107 | 6 
Publishers Paper. - . - SPOR co han cnc | Ge. .3 | 101 | Nov. 6, 1950 107 | 6 
St. Croix.... _ ..| Maine z ed | Oct. 1,1948 101 | Dec. 1, 1950 | 107 | 6 
Southland. ._- _.| Texas | Sept. 1, 1948 Per i 2s al 107 | 6 
| | 


Source News sprint Pudlletin (American Newspaper Publishers Association), “No. 80-1950, Dec. 6, 1950, 
pp. 339-340. Hearings, p. 219; Exhibits, pp. 1091-1108. 


Also depi¢ted in the table appearing above is the phenomenon 
known as “price leadership”. Price leadership occurs when most 
sellers promptly follow a price change which has been initiated by a 
major company recognized by other producers as a leader. Thus, 
not only do prices generally remain identical for all newsprint pro- 
ducers but changes in prices quoted by major mills occur at approx- 
imately the same time. Price leadership has been characteristic of 
the newsprint industry and this fact was noted in the following 
comment from a report prepared for the American Newspaper Guild 
that— 


Since 1933-34 prices of newsprint have advanced uniformly and simultaneously, 
usually following the price increase announcement of one of the larger mills. 
The leader, or as Mr. Denton preferred to say, the bellwether, in the 
newsprint industry has most frequently been ihe International Paper 
Co. Hegemony exercised over the industry by this company was 
summed up by Professor Guthrie when he told the subcommittee: 
* Between 1924 and 1933 the price announced by International Paper Co. came 
to be the accepted price in the industry. At the bottom of the depression, how- 
ever, the market became thoroughly disrupted and between 1934 and 1938 Inter- 
national lost its position as price leader. From 1938 until control was taken 


over by the OPA, the price announced by International was again generally 
followed by other firms in the industry.” 
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Guthrie could cite no evidence of International acting as a leader 
since the war, undoubtedly because there were variable prices during 
the early postwar years and because the first price announcement 
which inaugurated the $101 price on August 1, 1948, had been made 
by Crown Zellerbach. 

it is unimports nt whether International Paper Co. temporarily lost 
its leedership during these years as indicated by Guthrie in view of 

the obvious effect of International’s price decisions on the policies 

of major mills when newsprint prices last rose in the fall of 1950. 

The first mill to announce a new price at that time was Powell Kiver 

which, on October 12, 1950, sent telegrams to its customers proclaim- 

ng an increase of $10 per ton effective October 16. On October 17, 
150, Abitibi followed, notifying its customers— 


that our present contract price for standard newsprint paper will be increased on 
November 1, 1950, and until further notice by $10 per ton. 


The Wall Street Journal reported on October 25 that— 


St. Lawrence Paper Mills Co., Ltd., announced a $10 increase in newsprint price, 
effective November 1— 
while on October 19, Great Lakes Paper Co. had instructed its dis- 
tributor— 
to announce an increase of $10 per ton in the price of newsprint currently being 
supplied * * *, 
Consolidated Paper similarly announced a $10 increase on October 24. 
Notwithstanding the fact that an increase of $10 per ton had been 
announced by all of the above-mentioned mills which together account 
for approximately 40 percent of Canadian newsprint capacity, Inter- 
national Paper Sales Co. advised its Canadian and United States 
customers on October 25, 1950, that its price would be raised $6 per 
ton effective November 1, an increase of $4 less than that previously 
announced by other mills. Within a week, Abitibi, Consolidated, St 
Lawrence, and Great Lakes had all modified their price quotations 
reducing prices to the level established by International so as, in the 
words of the Great Lakes Paper Co.— 
to avoid confusion in the recently fluctuating newsprint market. 


As shown in the table printed above, except for slight deviations on 
the part of Powell River and Great Northern, all other producers 


subsequently announcing prices have adhered to the price estab- 
lished by International. 


How is it that newsprint price policies have generally been uniform 
throughout the industry over a period of time “which has run the en- 
tire gamut of the economic cycle from depression to inflation? Pro- 
fessor Guthrie explained how such price uniformity could result from 
competitive forces. He testified as follows: 


Mr. Denton. If you know what kind of arrangement existed whereby they 
fixed this uniform price, will you state what it is? 

Mr. Gursrie. Well, 1 was just coming to that, but I will deal with your ques- 
tion. The procedure that occurred during the 1920’s of price leadership was that 
of International Paper announcing a price and then all other firms announcing 
similar price a few days later—a day or so or a few days later. They customarily 
waited until International announced its price. 

Mr. Denton. Did they have any association where this was fixed? 

Mr. GuTuHRIE. Not as far as Iam aware. Now, International was the biggest 
firm; they felt they could set the pace; they were in the strongest position. Other 
firms could not get a higher price than International, and they did not want to take 
a lower price than International; so they waited until after International an- 
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nounced its price. After International announced its price the others announced 
the same price. 


Mr. Denton. Was it just an implied agreement between them, an implied 
understanding? 

Mr. GuTHRiIg. Yes; a custom, if you like. I do not think there was necessarily 
any agreement atall. That can readily happen under a very competitive situation 
where one firm announces a price decline and the others all have to meet it. They 
learn about it the next day through their salesmen. The salesmen wire in and say, 
“This company is selling $5 less. We must lower our price, too.””’ The companies 
all fall in line with no necessary collusion or agreement involved at all. 


When questioned further by Representative Denton, Professor 
Guthrie expanded on his explanation as follows: 


Mr. Denton. Is it just a coincidence that they all charged the same price except 
three mills on 1 day, or do you think there was some agreement? 

Mr. Guturie. I do not know. I have found no evidence of agreement. 

Mr. Denron. A remarkable coincidence. 

Mr. GuTuRrieg. Yes. 

Mr. Denton. How many mills were there—about 50? 

Mr. GuTurig. Yes. It was effective as of August 1. The actual announce- 
ment may have come prior to that. I think you would have to go—— 

Mr. Denton. You think 50 mills, just acting independently, would all charge 
the price of $101 on 1 day? 

Mr. Gururik£. I think probably this is the way it would happen: Maybe Abitibi 
or Consolidated or Canadian, I. P., or one of the others had decided they were going 
to raise their price, and they made an announcement or let it be known or their 
salesmen knew that was going to be their price. They were signing new contracts, 
and the signing of a new contract indicates that their price has changed and that 
contract to be effective as of August 1. 

Other companies immediately hear about that; they are waiting for that sort 
of thing; they hear about it either through the newspapers or through their sales- 
men, or they may have heard it some other way. ‘There might be some collusion, 
I do not know, I am not saying there is, I am not saying there is not; but I say it is 
possible through the mechanism by which price announcements come about that 
you could have them all announcing a price as of the same date, the same price.‘*# 

Mr. Denton. A very remarkable coincidence, if they just did that simul- 
taneously. 


Even though price uniformity might be the result of competitive 
factors, the subcommittee believes that the following factors are also 
of sufficient importance to be considered at some length: The zone 
system, price terms in newsprint contracts, evidence of agreements and 
discussions among mills which have determined or affected prices, and 
intervention by the Canadian Provinces in newsprint prices. 

The zone system. 

In selling newsprint in the United States, newsprint producers have 
used a zone map which divides the country into 10 different zones 
with a fixed differential from a base price established for each zone. 
The so-called base price is quoted for zone 4; prices in other zones 
are uniformly higher or lower than the base depending upon the 
zone; while port prices are $1 less than the zone 4 or base price. The 
zohe Map appears on the succeeding page and differentials existing for 
the various zones are as follows: 
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Note.—Ports shall take zone 4 base price less a port allowance of $1 per ton. 

1 The minimum price in zone 10 is the base price less $1 at the destination; when delivery is all rail from 

the mill and the rail freight exceeds $5 per ton the price is base price less $6 a ton f. 0. b. mill plus the actual 
rail freight. Where delivery is made via a port the price is the base price less $1 at such a port plus the local 

freight to destination. 
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Prices quoted under the zone system are delivered prices except in 
limited instances where excess of maximum freight allowance has been 
charged by some companies to the buyer. Accordingly, prices are 
gene rally uniform throughout each zone. This was affirmed by John 
Perry, president of Western Newspaper Union, when questioned by 
the Chairman as to whether in one zone “there is a uniform price.’ 
Perry’s response of “Oh, ves,” was corroborated by Cranston Williams, 
general manager of the American Ne wspaper Publishers Association, 
when, referring to zone 4, he noted: “Tf he is in zone 4 and he buys from 
three different mills in Canada, he pays the s same price to all three 
different mills.”’* Similarly, speaking of zone 7, which, Williams in- 
dicated, was supplied by 12 or 15 mills, “‘ All the newsprint sold in that 
zone is sold at the same price.’’*® Mr. Wilson of the subcommittee 
asked William Canfield, secretary-manager of the Inland Daily Press 
Association, whether it was correct that several companies sold news- 
print at approximately the same price in each zone, to which Canfield 
replied, “‘I think that is generally true.” “ 

Inclusion of so-called port prices which run $1 under the base price 
in the zone system of pricing has likewise resulted in uniform prices 
in important consuming areas. As Professor Guthrie indicated: 

I think about 85 percent of all of the newsprint sold in this country is sold at 
the ports in which the price is uniform. In other words, they come in the same 
price at New York and Boston and all vour large cities * * * all your large 
port cities are fed by water transportation and they have the same price.*® 

The zone map was nonexistent until 1928 when International Paper 
Co. first put into use a map devised by the company during the year 
1927 in which all the United States east of the Mississippi was divided 
into four parts. Newsprint prices for that year were quoted by the 
company on the basis of freight charges in excess of fixed amounts be- 
ing absorbed by the seller for any destination within each of the 
districts. 

— to 1928, International, as well as other producers, had sold 


f. o. b. mill. 
Beginning in 1917— 
said Professor Guthrie— 


newsprint was sold f. 0. b. mill, and transportation was borne by the buver. 
This method of price quoting lasted until 1928 when International Paper inaugu- 
rated a system of price zones, which other firms followed.‘ ; 

The zone system was promptly adopted by other companies 
Minnesota «& Ontario employed the zone system of pricing “about 
the year 1928.” Great Northern informed the subcommittee that 
from 1928 onward it “gradually learned that an integrated zoning 
system had been put into effect by all its competitors,” © and it too 
adhered to the zone system in 1932. 

The zone map was further refined by 1933 so that 10 instead of 4 
geographical subdivisions were established with uniform prices and 
fixed differentials existing in all zones except zone 10 where a more 
complicated pricing formula was evolved. Additional impetus to the 
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development of the zone system was lent by the NRA. As Mr. 
Caspar of Great Northern Paper Co. pointed out: 

During the period of the National Recovery Administration the zoning system 
was crystallized by the paper industry and a zone map was prepare‘ t bv the News- 


print Code Authority and recommended to the Administrator of the NRA in 1934, 
but the NRA expired before approval was received.*! 


Under NRA auspices, discussions were held among competitors in 
an effort to obtain industry agreement on the contours of a zone a 
This was indicated in a brief colloguy between counsel and J. D. 


Zellerbach. 


Mr. Levt. In other words, the NRA provided a forum for discussion and im- 
provement of the zone system. 


Mr. ZeELLERBACH. Well, in a way it did. I want to call vour attention to the 
fact that the people that participated in these meetings were here at the demand of 
the Government authorities, the NRA authorities.” 

The Federal Trade Commission took note of the details of several 
such discussions in a section of a report published by a special com- 
mittee of the United States Senate. Said the Commission, in part: 

The establishment of fixed-zone boundaries was the result of negotiations and 
agreements among the manufacturers. At a meeting of eight newsprint manu- 
facturers in the office of Minnesota & Ontario Paper Co., on October 30, 1933, 
newsprint regional prices and the zone map was discussed * * *. On No- 
vember 17, 1933, R. O. Warner, assistant sales manager, Minnesota & Ontario 


Paper Co., wrote the Hennepin Paper Co. with reference to the adoption of zones 
for pricing purposes, in part as follows: 

‘To get the support of Mr. Zellerbach, in sticking to the original zoning of the 
territory, he (C. A. Peterson) asked that the State of Montana be included in 


zone 10, which, as you will note, is that zone affecting West Coast at present 
base.” 8 

The NRA never formally adopted the newsprint zone map, largely 
because, in the words of J. D. Zellerbach, ‘of pressures from the news- 
paper publishers against the adoption of anything that might stabilize 
the price of newsprint.” * Nevertheless, the demise of the NRA to 
the now famous eulogy of Justice Cardozo that its establishment was 
“delegation running riot,”’ found the zoning system and the zone map 
firmly entrenched. And when price controls were adopted during 
the last war, the zone system became the oe for determining ceiling 
prices under OPA Price Regulation No. 130. OPA pricing require- 
ments, affirmed J. D. Ze llerbach, ‘ ‘constituted substantially a reenact- 
ment of the NRA zone system.” * 

Many reasons have been advanced for the adoption of the zone 
system. International Paper Co. officials indicated a dual motive 
which prompted the 1928 decision to establish zone pricing. First, 
pointed out John Hinman, president of the coe ny, one of the diffi- 
culties of multimill ownership when sales are priced f. 0. b. is the 
existence of variable freight rates between different piidita and the 
same community so that customers located in the same vicinity are 
confronted by a discrepancy in ne wsprint price when purchasing from 
different mills of the same concern. The zone map alleviated this 
situation. Then, Mr. Hinman added, the zone system permitted 
International to compete in certain areas located nearer the mills of 
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competitors once it was enabled to furnish paper at the same delivered 
prices as its rivals. 

Cranston Williams, general manager of the American Newspaper 
Publishers Association, noted that the inauguration of the zone system 
coincided with the erection of newsprint producing facilities in New- 
foundland, island territory from which newsprint is shipped by water. 
Thus emerged the zone system, for, as Williams pointed out, “‘ You 
could not sell f. o. b. Cornerbrook or Grand Falls.”’ * 

When counsel suggested to Professor Guthrie that the reason for 
the promulgation of the zone system was that it limited price compe- 
tition and facilitated the detection of price cutting, Professor Guthrie 
admitted that such had frequently been given as a reason for adopting 
the system, but stated that in his opinion “there were legitimate reasons 
for adopting a zone method of pricing. He testified: 

That is frequently given as a reason. I have probably said that myself. I 
have forgotten. I would suspect that is one of the reasons for it. I think it is 
a matter of convenience in selling, in quoting prices. It is very much easier to 
quote prices if you have a uniform system that any salesman can readily follow. 
He does not have to be a freight rate ex pert. He can tell the buyer, ‘‘Your paper 
will be so much in vour city.”” He does not have to be an expert to know what 
the freight is from the mill to that city.5* 

Whatever the subjective intent of those who first drew and issued 
the zone map, the evolution of the zone system of pricing and its 
consequences are clear. As would be expected of any zone system to 
which all producers adhere, it has resulted in (1) ) uniformity ‘of price. 
(2) the averaging of freight charges for all purchasers in each zone 
even though their actual freight charges would otherwise differ, 
(3) freight absorption by sellers wishing to compete in zones to which 
other sellers are closer freightwise, and (4) where water transportation 
is available, the frequent deprivation to buyers of the advantages 
of the cheaper form of freight. 

Proponents of the zone system proclaim that the several zones 
merely reflect a logical geographical division based upon differentials 
in freight rates. Thus, Archibald Graustein, former president of 
International Paper Co., told the subcommittee that ‘“the theory of 
zoning is that the more remote zones carry higher freight rates, and 
the price is correspondingly higher.’”’*’ Because of the diiferences in 
costs between water transportation and rail transportation, and also 
because the whole problem of freight rates is highly complex, the zone 
map has an appearance which at first glance appears to. be purely 
arbitrary. On the whole, the zone map may represent a rough 
approximation of freight differentials existing in various parts of the 
country. 

Nevertheless, certain zone boundaries seem clearly unjustified. 
Zone 8, for example, embraces such diverse and far-flung points as 
Palm Beach in the East, Salt Lake City in the West, and Bismarck, 
N. Dak., in the North. Atlantic City, Miami, Omaha, St. Louis, and 
Minneapolis are all charged the price of zone 4. Zone 7 extends east 
and west from the Atlantic coast to the State of Nebraska, while zone 
8 spans the entire United States from the Canadian border to the 
southernmost tip of Texas. 
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One of the consequences of the use of the zone map is that all 
buyers within a zone in effect pay the same freight charges even though 
their actual freight charges would normally vary. Congressman 
McCulloch questioned D. “W. Sherman of Consolidated Paper Sales, 


Ltd., regarding sales to port cities in Texas such as Houston and 
inland cities such as Dallas. 


Mr. McCuttocn. Is the differential equal in all instances to the freight rate 
from the port to the publisher within a certain zone? 

Mr. SHERMAN. It used to be the zone price in Dallas was $105, and the Houston 
port price was $100. Now, the freight rate from Houston to Dallas was just 
about $5 back a few years ago, and what it is now I cannot tell you. 

Mr. McCutocn. Now, if paper is furnished to a publisher up in the Panhandle, 


and that happens to be in the same zone, that freight rate would not be exactly $5; 
would it? 


Mr. SHERMAN. No, it would not. 


Mr. McCutiocn#. But the price would be $5 in excess of the port price; would 
it not? 


Mr. SHERMAN. That is right. 


Mr. McCuutocn. So the price to the publisher does not in every instance in- 
clude the actual freight from port to publisher. 
Mr. SHerMAN. No; I would not say it does.” 


Furthermore, it is obvious that whenever two sellers in different 
locations sell in the same zone, the more distant seller must absorb 
freight in order to meet his competitor’s price. Thus, as Mr. Sherman 
of Consolidated explained in describing freight rates from Canada 
to Texas: 

For years, so far as I remember back, Powell River had a rail-freight rate quite 
alittleless * * * than the mills in Quebec, although the distance by rail, as 


I understand it, was slightly less from the Province of Quebec to Texas points, 
than it was from Powell River. 


The most extreme example of regular freight absorption resulting 
from the use of the zone system in establishing newsprint prices 
occurs in the case of the newsprint sold by the Finnish Paper Mills 
whose “objective * * * has been to meet the zone prices. 
Frank Jepson, of Madden, Reeve Angel & Co., representing the 
Finnish Paper Mills’ Association in the United States, was questioned 
about the sale of Finnish paper in accordance with the zone system. 


Mr. Levi. Now in connection with your meeting the Canadian prices, the 


Canadian shipments do not come from the same place as your shipments do, 
do they? 


Mr. Jepson. No. 


The CHarrMan. And the freight which might pertain to Canadian shipments 
would not be the same freight as pertained to yourself, is it? 
Mr. Jepson. No. 


Mr. Levi. So the intent of that letter [referring to an exhibit] is to make sure 
that, whatever the costs may be with respect to purchases from the Canadians 
that would come out as a price charged by the Finnish mills. 

Mr. Jepson. We want to get the highest competitive price.* 


Finally, in zones where prices are normally predicated on rail trans- 
portation, the use of the zone system deprives buyers of the benefits 
of such water transportation as is available. Congressman Willis 
brought this fact out when he questioned Cranston Williams of the 
American Newspaper Publishers Association. 


Mr. Wis. Is it not a fact that the freight is based on a rail rate throughout 
the zone? 





” Hearings, p. 575. 
Hearings, p. 572. 
¢! Hearings, pp. 520-521. 








76 NEWSPRINT 


Mr. Wiuurams. Yes. 


* * *x * ~ x * 


Mr. Wiuuis. * * * If some publishers in the zones could have availability 
of waver rates, the zone price would still remain the same; is that not true? 
Mr. WinuiaMs. Yes. 


A concrete example of problems raised by a situation where prices. 
are determined by the zone system and not by actual transportation 
costs exists in the case of the State of Texas. Thus, D. W. Sherman 
noted in a memorandum relating to a visit to his office paid by G. L. 
Mims, general manager of the Houston Chronicle, a paper which was. 
in need of additional quantities of newsprint in February of 1946, 
that: 


Fortunately, Mr. Mims brought up the subject of freight rates to Texas, and I 
was rather pleased when he also mentioned the fact that Houston was a port city 
and carrying a differential of $5 under Dallas. He knew we were supplying the 
Dallas Times Herald. Anvhow, it gave me a very excellent chance to tell him that 
the freight rates from eastern Canada to Texas were a way out of balance and that 
the mill net, as he must realize, was extremely low * * *. He said that we 
had assumed and they must realize it was their problem just as much as ours, if 
not worse off, because after all they were a very long ways from any source of 
supply except Southland and they were more or less on the spot if their business 
could not give a fair return to the paper mills in British Columbia or in the Province 
of Quebec.” 


Sherman informed the subcommittee that even if he had had tonnage 
available at this time, he would not have sold it at a price higher than 
the zone price to Mims to account for any differential in costs of 
freight. 

The use of the zone map and the zone system of selling as a method 
of determining prices was compared with ‘the control exercised by the 
Government in periods of price control in the following testimony: 


The CHarrMan. Regardless of how it comes about, the end result in the price 
is the same in each zone; is that right? 

Mr. Jerson. It is today. 

The CuartrMan. Is that any different from the Government fixing the price? 
The end result is the same, is it not? 

Mr. Jepson. Bt would be just the same because the OPA did it. The Govern- 
ment did it. 

The CHAIRMAN. That is the same as if the OPA had, is it not? 

Mr. Jepson. It is today, I would say so.% 


The difference between the zone system and Government price 
fixing, however, was then stated by Mr. Jepson in response to the 
questioning of Mr. McCulloch as follows: 


Mr. McCuttocu. Isn’t the difference between the price even as fixed—if we 
go to the extent of admitting it for the purpose of the question—bv the bellwether, 
as distinguished from the price fixed by an OPA or any governmental agency 
that which we have just mentioned, that ultimately the law of supply and demand, 
the law of the market place, will fix the price, whereas the governmental agency 
fixes a price which will result in a profit by the least efficient producer? 

Mr. Jepson. I agree with that. I think it is supply and demand ultimately 
which is the price-fixing party in any commodity. 

Mr. McCuttocu. It is only in times of extreme short supply or for other short 
periods, for one reason or another, where you have this listurbs ance of the action 
of the law of supply and demand, is it not? 

Mr. Jepson. I agree.** 


Pricing provisions in ne woprent contracts 


Another factor contributing to the maintenance of prices s at a uni- 
form level throughout the newsprint industry has been the utilization 
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on the part of numerous producers of contract provisions which tie the 
price charged by the seller to the price of certain named manufacturers. 
Contracts of this kind are frequently called “interlocking” contracts 
and appear in various forms. 

Some mills have directly quoted their price as the average price of 
specifically enumerated companies, such as in the case of the Finnish 
Paper Mills’ Association whose price clause states that the 





Seller’s price * * * shall be the average of the publicly announced prices 
f. o. b. cars New York * * * of International Paper Co., Consolidated 
Paper Corp., Ltd., and Abitibi Power & Paper Co., Ltd.“ 

Similarly, the price per ton of paper sold by the Minnesota & Ontario 
Paper Co. “shall, from time to time, be the average of the contract 
price then curre ntly quoted for the destination by International 
Paper Co., Consolidated Paper Corp., and Abitibi Power & Paper 
Co., Ltd.,. respectively * * *.”® “The Lufkin price is tied to 
two Canadian producers and Great Northern,” © while ‘Years ago,’ 
Crown Zellerbach ‘used to have a contract that we were hooked on 
two or three of the big eastern companies.” ” 

A modified version of the direct interlocking contract appears in 
clauses where the price of certain specified companies establishes a 
ceiling above which the price of the selling company may not rise. 
The contract market price of Price Bros., for example, ‘shall never 
exceed the average of the contract price ‘quoted for the destination 
by the International Paper Co., the Consolidated Paper Corp., and 
the Abitibi Power & Paper Co., ‘Ltd., respectively * * %.”% St. 
Lawrence, at least during 1940, had a maximum price which ¢ ould “not 
exceed the average of the contract price quoted for the destination 
by the International Paper Co., the Consolidated Paper Corp., and 
the Abitibi Power & Paper Co., Ltd., respectively * * *.”® 
Consolidated, according to D. W. Sherman, vice president of Col- 
solidated Paper Sales Co., has a qualific ation clause which provides 
that the price of its ne wsprint shall not exceed at any time “the 
average of the International Paper Co. and/or Abitibi Paper Co.” ” 
The contract of Great Northern, while mentioning no other newsprint 
manufacturer by name, specifies ‘““That at no time during the term of 
this contract shall any price fixed by the Manufacturer under the 
above provisions exceed the highest contract market price at whicha 
substantial tonnage of standard newsprint paper is sold by another 
established North American new sprint manufacturer for deliveries in 
the United States, East of the Mississippi River, in effect at the time 
of delivery in the area to which deliveries are made.” ™ 

A more vague and indefinite reference to prices of competitors 
appears in the contracts of other companies. Bowater’s price clause 
provides that the price charged by the seller shall be “the generally 
prevailing contract market price’ for such newsprint paper. A con- 
tract of Abitibi provides that the price shall be ‘‘the base price at 
which standard newsprint paper is then most commonly being sold 
in rolls in carload lots for current delivery by North American news- 
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print manufacturers. * * *’” International Paper, in at least 
one of its contract forms, states that price changes shall be made by 
the company “when and to the extent that a change occurs in the 
contract market for newsprint.”’ ” 

A better estimation of the extent to which prices are restricted by 
these clauses can be had by examining the pricing provisions in force 
by six of the largest companies which together account for almost 
half of total North American newsprint capacity. Beginning with 
International, the largest producer on the continent, one finds that 
its price provisions— 


require that the sales company’s standard price be brought down to meet any 
downward change in the prevailing market price in the United States east of the 
Rocky Mountains for standard newsprint produced by Canadian mills east of the 
Rocky Mountains, and conversely permit the standard price to be increased to the 
extent of any increase in the prevailing market price. ™ 


Moving to Abitibi, this company is bound to the “base price” of 
newsprint paper commonly being sold east of the Rocky Mountains. 
The price of Consolidated may not exceed that of International and/or 
Abitibi, while Price Bros. may not increase its price over that quoted 
by International, Consolidated, or Abitibi. Great Northern has as a 
ceiling the price of any major producer selling east of the Rocky Moun- 
tains, and Bowater’s price shall be the generally prevailing contract 
market price. 

How such interlacing of contract prices may result in price uni- 
formity and the abandonment of independent pricing policies by 
individual mills is reflected in various portions of the testimony. 
Thus, counsel interrogated A. B. Meyer of Bowater, whose price for 
newsprint was the generally prevailing contract market price, as 
follows: 


Mr. Levi. Could you send out a notice under that provision saying ‘‘We are 
raising our price $4, and we are confident that will change the general contract 
market price’’? 

Mr. Meyer. I doubt it very much. 

* ) * * * * * * 


Mr. Levi. Under this provision you would really have to wait for the price 
to be set by others before you could raise your price. 
Mr. Meyer. I think that is substantially true.” 


Mr. Caspar, of Great Northern, indicated the effect of the price 
clause restricting his price to less than that charged by another sub- 
stantial producer selling east of the Rocky Mountains. ‘Now I 
would like to ask you,” said counsel addressing Mr. Caspar, “‘if that 
contract provision were not in effect as a ceiling provision, could you 
charge a higher price?” “I think there would be no limit to what we 
could charge if we did not have a ceiling in our contracts,”’ said Cas- 
par, “excepting as our policy would dictate otherwise. 076 

An additional pricing provision found in the contracts of some 
producers provides for resale price maintenance. Paragraph 13 of 
International’s current merchant contract, for example, reads: 


Resale price.-—The newsprint covered by this contract is distributed under 
the trade-mark and name of the manufacturer. The buyer will not, except as 
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specifically permitted by statute, offer for sale or sell any of the newsprint covered 
by this contract in any State in which at the time of such sale a fair trade act 
permitting maintenance on resale shall be in effect at less than the price in effect 
from time to time under the price clause hereunder.” 


Agreements relating to prices 


The record contains convincing evidence that at least some news- 
print producers participated in illegal agreements to fix the price of 
newsprint sold in American commerce during the depression years 
of the 1930’s. The opinion was expressed that the industry was not 
particularly ¢ conscious of the import of the antitrust laws during much 
of that period.” After 1939 when the Government instituted its anti- 
trust investigation of the industry, the sales organizations of many pro- 
ducers, together with important records, were located in Canada. 
The subcommittee has no direct evidence of price fixing in the Ameri- 
can market since that time. There is, however, circumstantial and 
hearsay evidence which, despite the fact it is by no means conclusive, 
warrants statement here. 

Indirect evidence that prices in the newsprint industry are deter- 
mined by consultation and agreement is afforded by the facts (1) that 
almost the entire industry uses the same zone system of selling, (2) 
that sellers frequently employ interlocking contracts relating their 
prices to one another, and (3) that the prevalent prices are substan- 
tially uniform with price changes usually occurring simultaneously. 
This indirect evidence was discounted in the testimony of Professor 
Guthrie, who indicated that uniformity and simultaneity of price 
changes would be expected to result from the free play of competitive 
forces.” 

In addition to that which is purely circumstantial, however, there 
is evidence that persons active in the industry believe that new sprint 
producers have agreed upon prices and policies not only for foreign 
markets of the world, but for the United States as well. In 1938, Eric 

Alqvist, a manager of Scannews, which is an organization of Scandina- 
vian newsprint “producers concerned with various export markets, 
visited Canada at the behest of Charles Vining, then head of the News- 
print Association of Canada. In a memorandum of his visit to this 
continent, addressed to the executive committee of Scannews, Alqvist 
noted under the heading of ‘‘Price agreement among the Canadian 
concerns” the following: 

A common price policy is strictly observed by Canadian concerns for all export 
markets and, in practice, even in the United States. In the latter market one 
follows the customary system, namely that one of the largest producers steps to 
the fore and announces his price, which system is adopted by the rest of the 
sellers. It is obvious that the Canadians, even though they tactically deny the 
practice, have investigated it thoroughly. Accordingly, in Montreal, one was 
annoyed because one of the economic journals, under the heading ‘1939 News- 
print prices to be announced soon,” among other things, said: “* * * actual 
price decision will be reached only after every angle and possibility is considered 
thoroughly at a meeting of all leading producers.’’ Naturally the Canadian 


cooperation is a well-known fact to every producer.in the United States, but to 
find this in print in one of its main journals appeared to them unnecessary. 


In the fall of 1949, A. J. Pagel, president of the importing firm of 
Pagel, Horton & Co., observed in a letter to Carl Fagerstrom of the 
Union Paper Co. in Norw ay that— 

™ Hearings, p. 688. 
% Ehrlich in Hearings, pp. 1006-1007. 


% See Hearings, pp. 219-220, quoted supra, p. 70 
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Unless there is a shortage of newsprint most publishers are not interested in any 
contracts that do not last over the year and higher than the market and the 
market price is set by the American and Canadian paper mills.*! 


In a previous letter, Fagerstrom had written to Pagel remarking 
about the difficulties encountered by foreign mills in entering into 
contracts with United States publishers where the price was not stip- 
ulated in advance. 

As you may be aware 
noted Fagerstrom— 


it is very difficult, indeed, for us to agree to a contract where the price is not 
fixed, and where the price fixing is entirely dependent upon contingencies outside 
our control. To the Canadians it is quite natural to go in for such “unpriced”’ 
contracts, seeing that they themselves are in a position to decide what the future 
price is to be.® 


In a postscript attached to a letter written September 19, 1949, by 
R. P. Oldham to A. J. Pagel, Oldham stated that he had been informed 
by a newsprint producer that American publishers and Canadian 
producers would discuss prices at a general meeting to be held in 


Quebec. 


For your information, there is to be a meeting in Quebec the middle of October 
between the large publishers in the United States and American and Canadian 
producers of newsprint paper. We heard confidentially from one of the large 
Canadian producers that the publishers are trying to bring pressure to bear to 
secure a reduction of approximately $10 per ton. Whether they are successful 
in this will only be ascertained after this meeting the middle of next month.® 


This forecast of the Quebec convention was known by Pagel’s prin- 
cipals in Norway in October of 1949. In that month, Fagerstrom of 
Union Paper Co. wrote to Pagel that: 


I understand a newsprint convention will be held at Quebec on the 12th inst., 
and that United States publishers and Canadian newsprint manufacturers will 
there have discussions of common interest * * *. I presume the situation will 


be more clarified after the Quebec convention, and I am looking forward to hearing 
from you after that date what transpired at the meeting.™ 


After the Quebec convention, Pagel promptly wrote to Fagerstrom 
to inform him that prices were not discussed at the meeting. Wrote 
Pagel on October 19, 1949: 

We have received your cable today reading: ‘‘Thanks your letter 13th. Are 
again considering your arguments and in meantime kindly cable news from Quebec 
convention.’”’ To which we have replied as follows: ‘34 prices not discussed Quebec 


meeting sellers’ present attitude maintain prices although production presently 
more sufficient.”’ * 


Further references to price discussions among manufacturers is found 
in other correspondence between foreign mills and their agents in the 
United States. Thus, in 1946, Madden, Reeve Angel & Co., Inc., 
had cabled their principals, the Finnish Paper Mills’ Association in 
Helsingfors, that: 

Prior to increase [reported in cable No. 1101] manufacturers and publishers 
were discussing price on basis of $80 first half 1947, $85 July 1. Manufacturers 
now discussing price situation but doubt any decision reached immediately.** 

In the early part of 1949, Horton, vice president of Pagel, Horton & 
Co. wrote in a letter to a Swedish pulp mill that he had been informed 
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that the Canadians had recently met and discussed the prices for 
unbleached sulfate and bleached sulfite pulp, noting that many of the 
mills advocated a reduction of $10 per ton but had been overruled. 
“One of the reasons for trying to hold the prices at these levels,” 
said Horton, “was the fear that reduction may result in reduced 
prices of newsprint.” *7 

The evidence relating to prices quoted by Canadian companies for 
sales in foreign markets disclosed frequent agreements among newsprint 
producers. Prices for these foreign areas were generally based on the 
New York price. Thus the Australasian agreement, an agreement 

‘ . . ’ . 5 ’ > “ . 
between Canadian International, Consolidated, Mersey, Pacific Mills, 
Powell River, Price Bros., and St. Lawrence in effect from 1939 until 
1948 which provided for a sharing of total sales by the aforesaid com- 
panies in Australia and New Zealand, had a pricing formula directly 
related to the New York price. This was pointed out during the 
following colloquy at the subcommittee’s hearings: 

Mr. ZELLERBACH. Price, as I recall it, was based on the New York port price, 
plus certain freight charges and other charges, but the base price was the New 
York price, whatever it was. 

The CuHatrMANn. That is, the prices were identical with each company? 

Mr. ZELLERBACH. Yes. 

Mr. Levi. Would it be fair, then, to say that these companies in making this 
arrangement must have assumed there was one New York price which they could 
base the price for sales to Australia and New Zealand on? 

Mr. ZELLERBACH. I think it safe to assume they went on the theory that 
historically the port price in New York had been pretty much a single price. 

+ + * + * - * 


Mr. Levi. If it were not a uniform price, how would this agreement work? 
Mr. ZELLERBACH. I cannot answer that.*§ 


When Bowater started to sell to the Australian market from the 
Corner Brook mill, it, too, adopted the formula based upon the New 
York price. ‘For Australia and New Zealand” wrote Noel Bowater 
to A. B. Meyer of Bowater Paper Co. on December 27, 1944, ‘Corner 
Brook gets a price based on the New York price, and I believe I 
am right in saying, for the other markets gets a dollartor two 
WPF a OR 

Prices in other foreign markets, as Noel Bowater indicated above, 
also pivoted upon the New York price. Thus, International’s price 
for Cuba “‘shall be changed from time to time to the extent, in dollars 
and cents, that the generally prevailing (but not necessarily universal) 
contract market price for Canadian newsprint per ton of 2,000 pounds, 
destined for New York, N. Y. ($100 August 1, 1949) shall change.” ” 
St. Lawrence Sales Co., acting for itself, International, St. Maurice 
(Consolidated), and Price Bros. in sales to the Mexican market, pro- 
vides in its contract with the buying agent of Mexican newsprint that 
the price shall increase or decrease “‘when, and to the extent (in dollars 
and not in percentage) that at the date of the shipment of any such 
quantity of newsprint hereunder a change has then occurred in the 
New York price as compared to the New York price as at April 2 
1945 * * *'% Jn India, at least in 1942, “The net result of all 
the cables and negotiations is that spot tonnage is to continue and 
there is to be an enhancement of price of $2 a ton, i. e., from a basis of 
$51 to $43 f. a. s. New York.” * 
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With the price to be charged almost all foreign markets derived from 
the New York price, it would be expected that in discussions by 
Canadian producers of foreign markets the New York base price 
would appear prominently. ‘Thus minutes of a meeting of those party 
to the Australasian agreement in January of 1939 indicated that: 

At an earlier meeting a downward revision of the base price had been tentatively 

agreed to but no action had been considered advisable for the present. The pros 
and cons of this matter were discussed at great length. All companies present 
were opposed to the idea of making a permanent reduction in the base price. It 
was also felt that the time had not come to consider even a temporary adjustment 
although this suggestion was to be explored further in the future. 
That this discussion must have involved a discussion of the New 
York price was indicated by J. D. Zellerbach when he was asked to 
explain what the reference to the base price appearing in the minutes 
signified. 

Mr. ZELLERBACH. I assume that is base price called for in the contract. 

The CuHarRMAN. The base price in New York? 

Mr. ZELLERRACH. That is my recollection of what the contract calls for.” 

Noel Bowater expressed considerable exasperation over the fact 
that during the war period the New York price was controlled by 
Government authorities thus preventing any raising of the price in 
New York and consequently the prices for foreign markets. ‘Unfor- 
tunately, nearly all overseas contracts now pivot on the New York 
or American price,’ Noel Bowater complained to A. B. Meyer of 
the Bowater Paper Co. in March of 1942, ‘‘and I therefore do not see 
how we can get the increase in the other markets until it is made in 
United States of America.’”’ “One wonders,” he continued with 
annoyance, “‘if the loss of these external funds to the newsprint indus- 
try is fully appreciated by the authorities, whoever they may be, 
American or Canadian, and what justification they have for pre- 
venting this increase.’”’ ® 

A specific price agreement between two newsprint producers relating 
to the United States must also be referred to. When International sold 
the Corner Brook mill to Bowater in 1938, it was agreed as one of the 
conditions of sale that until January 1, 1941, none of the Bowater 
companies would offer Corner Brook ne wsprint to United States or 
Canadian markets at a price below the price quoted by International 
‘for delivery in the same price zones of such markets.” 

A document dated October 12, 1937, which was considered by the 
grand jury during the antitrust proceedings against west coast pro- 
ducers in 1939, contains direct evidence that prices were ilegally fixed 
in that area at that time. The document is a memorandum of a 
meeting of October 4, 1937, at which discussions of prices for the west 
coast were conducted by Gerald E. Young, sales manager of Crown- 
Zellerbach, L. R. Bennett of Inland Empire, and W illiam Barclay of 
Powell River Sales Co. After discussing the problem of price cutting 
in the Philippine Islands, attention was directed to the domestic 
market of the West. Both Young of Crown-Zellerbach and Barclay 
of Powell River wanted very definitely to establish a 25 cents upcharge 
for colored roll news but indicated that they were unable to do so 
until the first of 1939. No matter what price Great Northern may 
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have decided to quote, the memorandum noted “Port prices in zone 10 
for the first 6 months have been definitely set at $50.’ Young of 
Crown-Zellerbach agreed that if Hawley and Inland would hold firm 
at $53 at such inland points as Spokane, Wenatchee, Walla Walla, 
Yakima, and Lewiston, he would not quote less than $53 at Walla 
Walla and would notify Inland before he made any quotations at the 
other inland points. This agreement would be communicated - to 
John Smith at Hawley at a forthcoming meeting between Young and 
Smith. 

The document further stated that both Barclay of Powell River and 
Young of Crown-Zellerbach indicated that they did not care. what 
prices were set up in Montana and would not quote prices in that 
area unless asked to do so. They both agreed, however, to take any 
such quotations up with Inland before proffering them. Further dis- 
cussion occurred relating to future meetings between John Smith of 
Hawley and Bennett of Inland where spot prices for zone 10 and 
zone 8 were to be discussed and Barclay of Powell River and Young 
of Crown-Zellerbach were to be advised thereon. Prices on colored 
roll news were exchanged and Barclay of Powell River informed the 
group that he was selling poster paper in zone 10 on Hawley’s list 
and in zone 8 on Minnesota & Ontario’s list. 

The record contains no direct evidence of illegal price-fixing agree- 
ments relating to the American market since the 1939 pleas of nolo 
contendere such as is found in the above memorandum, but rather, is 
limited to the indirect and hearsay evidence outlined heretofore. 


Interference with newsprint prices by the Canadian Provincial Govern- 
ments 


The governments of the Canadian Provinces have at times taken 
an active interest in stabilizing newsprint prices. The interest of the 
provincial governments has been twofold. In their proprietary capac- 
ities they have sought to obtain a satisfactory price for wood pulp, 
from which they derive substantial revenues; and in their govern- 
mental capacities they have endeavored to maintain stable levels of 
employment. 

In 1928 International made an offer to contract with Hearst for 5 
years at a substantial reduction from prevailing newsprint prices. 
Immediately thereafter, Archibald Graustein, then president of 
International, received a telephone call from the Prime Minister of 
Quebec and was summoned to Montreal on the following day. One 
of the actions demanded of Graustein by the Prime Minister when 
they met was that International raise the price charged to Hearst in 
the contract by $5 a ton. Accordingly, said Graustein, ‘Hearst 
signed up with us for the $5 higher price * * *.”® 

Again in 1929 Graustein was called to Montreal and told by the 
Prime Ministers of Quebee and Ontario that International must 
raise the price of newsprint by $5 per ton. This time, International 
was threatened with having its Canadian wood supply for its United 
States mills cut off, its workers called out of the Canadian woods, 
and a letter was written to the company by the Prime Minister of 
Ontario which said— 
that the timber limits owned by the mills in Ontario had such conditions in them 
that they were always in default, so that the Province was always able to cancel 
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them if it wanted to, and he hoped that we would not be found outside of the 
cooperating group in the industry.” 

On December 31, 1929, International notified its customers that 
there would be no change in price, and this intercession on the part 
of the Canadian Premiers therefore proved unsuceessful. In retribu- 
tion, however, International’s men were ordered out of the woods 
leased by the company from the Province during February or March 
of 1930. 

Again in 1937 and 1938, the hand of the Provincial Premiers appeared 
in efforts to stabilize prices. The Paper Trade Journal on August 26, 
1937, noted that: 


Efforts are now being made to prevent a repetition of overexpansion. Premier 
Duplessis of Quebec has appealed to the Ontario Government for collaboration in 
formulating a common policy to ‘direct but not to administer” the industry. 
Meanwhile he has forbidden the opening of new pulp and paper mills until those 
closed have been put into operation, and has established measures to prevent 
export of any pulpwood. 


The end to which Premier Duplessis is working is the maintenance of a fairly 

even balance between supply and demand and the adoption of a considerate price 
policy.! 
In April of 1938, the Paper Trade Journal again reported a meeting 
between Premier Duplessis and Premier Hepburn of Ontario to confer 
on matters of common interest to their respective provinces ‘‘and in 
particular to discuss a common policy in respect to the pulp and paper 
industry.” 

Some indication of how recalcitrant companies were made to adhere 
to newsprint price policies adopted by the Provincial Ministers may be 
obtained from portions of the previously cited report submitted by 
Eric Alqvist, manager of Scannews, to the executive committee of that 
organization in the fall of 1938. 

Industries in Canada, only to a small extent, have their own woods, and, for that 
reason, they are concerned with purchased wood. ‘This is obtained in some mea- 
sure from privately owned woods, but the main supply is known to come from 
public woods (Grown lands). For the right to chop in these woods, the con- 
cerns pay partly an annual rental or lease, which is payable whether the woods 
are worked or not and partly by a stumpage fee. When, row, a paper concern 
does not wish to be controlled by the Government (as a rule, the provincial 
government), pressure is exerted upon the reluctant concern by increasing the 
stumpage fee to the point where the concern is no longer able to sell its paper 
at a profit. 

Naturally, one attempts to keep this system comparatively secret, but it is 
recognized as an Official secret, and Mr. Vining himself has made no pretense that 
it was not used or ever had been used.3 

In this same memorandum, the effect of these penalties imposed by 
the provinces for failure to camply with Government price policies was 
noted. ‘Publishers in the United States,” continued the report to the 
executive committee of Scannews, “know the system very well and 
must regard it with particular displeasure because it causes prices 
to become high, and prevents competition.” 4 

In addition to the above evidence, which relates to the years prior 
to 1939, it is apparent that in the fall of 1949 when devaluation 
threatened seriously to depress newsprint prices, the provincial 
governments intervened in an effort to maintain the existing price 
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structure. Thus, on October 14, 1949, Carl Eric Flander, vice presi- 
dent of the Jay Madden Corp., wrote to Louis Rain, vice president of 
Madden, Reeve, Angel & Co. that ‘There is no news from Canada as 
yet, except, of course, what you probably saw in the papers yourself 
that the Government officials have told the Canadian newsprint manu- 
facturers not to decrease the price.”’® And again, in November of 
1949, Frank Jepson, of Madden, Reeve, Angel & Co., in correspondence 
with Stanley Corke, of London, England, commented that “On the 
other hand, we believe the price will stay firm and the C anadian 
Government is strongly supporting the mills in this respect.”’ ° 
Evidence of enforcement of uniform price policies 

Altbough it is clear that newsprint producers have kept themselves 
fully informed as to the prices quoted by their competitors, there is 
no evidence showing what methods, if any, are used by producers to 
coerce one another to maintain existing price structures. 

One instance was found, however, w here a comparatively small pro- 
ducer quoted a price below the prevailing market only to raise it before 
making a sale but not until after word of its defection had reached 
‘‘various people interested in Canadian sales.’’ In the latter part of 
1949, the Mersey Paper Co. offered a reduction of $5 per ton on news- 
print prices quoted in Jacksonville, Fla. Writing to Holger Sumelius 
of the Finnish Paper Mills’ Association on December 6, 1949, Frank 
Jepson expressed concern over the actions taken by Mersey. ‘As far 
as we have been able to ascertain to date, the action by this mill is an 
isolated one,’”’ and, surmised Jepson, “the offer may even have been 
based on complete ignorance of the zone prices.” Then, too, Jepson 
thought, Mersey’s actions might have resulted from not being fully 
advised of what prices the Canadians were quoting. ‘As you know,” 
he continued, ‘‘ Mersey is one of the small units and may not have been 
taken into the full counsels of the big operators in Canada.” ? 

Information of Mersey’s actions apparently reached Canada. Jep- 
son, again writing Sumelius on December 9, 1949, referred once more 
to the Mersey matter. ‘‘We wrote 7 last week,”’ he recalled, “‘about 
the offer that Mersey Paper made, $5 under the zone price. You can 
well imagine that this information was promptly relayed from this 
office to various people interested in Canadian sales and I am pleased 
to advise Mersey yesterday withdrew their quotation.” As a com- 
ment on the repercussions to the industry of an independent price 
policy pursued by an individual concern such as Mersey, Jepson added 
with regard to the Mersey offer: ‘This could have erown into some- 
thing serious if a sale had actually been made.” § 

It may also be noted that newsprint producers used their best efforts 
to prevent jobbers from selling at black-market prices.? These actions 
were in response to the urgings of American publishers and prior con- 
gressional committees who were concerned with the threat of run-aw ay 
prices during the period of intense shortage."® 


Objectives and results of uniform price policies 


So far, under the heading of prices, the subcommittee has discussed 
the identity of prices on the part of practically all producers and the 
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factors which contributed to such unanimity. There now remain to 
be discussed the apparent objectives of such policies and their conse- 
quences. 

In general, it must be concluded that the newsprint industry has 
endeavored to stabilize prices. In more specific terms, it has 
attempted to sustain prices in times of economic distress and to hold 
down prices in times of economic expansion. Although these attempts 
in times of surplus as well as in times of shortage have been actively 
supported by representatives of both Canadian and American Govern- 
ments," it is clear that they run counter to America’s basic antitrust 
policy. 

The objective of the newsprint producers was accurately stated in a 
rhetorical manner by Col. J. Hale Steinman, formerly Director of the 
Printing and Publishing Division of the War Production Board, when 
he spoke at meetings in Canada at which were present ‘Canadian and 
provincial government officials, representatives of the Newsprint 
Association of Canadg and of practically every Canadian newsprint 
manufacturing concern as well as a number of newsprint and paper 
manufacturers from the United States.” ’ Asked Steinman, ‘‘Aren’t 
we all most interested in stable prices for the long run?’ * He 
reiterated this belief when he suggested at the close of these meetings 
that “it would prove beneficial over the long haul for newsprint 
producer and publisher alike if some means were provided for long- 
term stabilization of newsprint prices.’’ “* 

It is evident that Mr. Steinman merely stated affirmatively what 
has long been the aim of the newsprint producers. Doane informed 
the selling agents of International in 1939 that “it certainly is our 
desire to continue our efforts to keep conditions stabilized.’”’ In 
1937, Rogers of the G. H. Mead Co., a distributor, wrote to Smith of 
Abitibi commenting on the large inventory which might possibly be 
in the hands of the publishers and mills in storage at the end of the 
vear and expressing the fear that “Such a condition won’t help our 
price-maintenance program.” © Alqvist’s memorandum to Scannews, 
previously cited, also remarked about the desire of the Canadians to 
maintain prices. ‘One is concerned with maintaining the actual level 
of the $50 [paper]’’ wrote Alqvist concerning the attitude of the 
Canadian newsprint manufacturers in 1938, “as one is already is con- 
vinced of the necessity of cooperation and collaboration which is 
implied by Mr. Belnap’s remarks: ‘I can see the $40 paper coming if 
we do not stick together’. ”’ ® 

In more recent years, there is also evidence of the continuing desire 
on the part of newsprint producers to preserve the stability of prices. 
In the latter part of 1949, when the newsprint shortage had tempo- 
rarily eased and manufacturers had accumulated stocks on hand, there 
was no change in newsprint prices. The document relating to the 
Quebec convention previously cited stated: “Sellers’ present attitude 
maintain prices although production presently more than sufficient.”’ 
And when Jepson wrote to Sumelius of the Finnish Paper Mills’ Asso- 
ciation in December of 1949, he gave assurance that “the general 
intent in Canada is certainly to hold the line.”’ 
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Stability of prices has meant holding prices at low levels during 
periods of high demand as well as supporting prices during times of 
likely decline. It was almost unanimously agreed by witnesses 
testifying before the subcommittee that in recent postwar years as 
well as at the present time producers could charge or could have 
charged more than the prices which had been obtained. 

Congressman Brown gave special praise to Canadian newsprint 
manufacturers. Recalling that ‘There wasn’t a day they couldn’t 
sell newsprint for twice what they were getting for it,’’ he added that 
in his opinion “the Canadian manufacturers of newsprint, as a whole, 
as a group, were more fair to the American consumers of newsprint 
than were some of the American distributors of newsprint.”’ William 
Canfield of the Inland Daily Press Association indicated the ability 
of the Canadians to obtain higher prices at the time of the hearings. 

Mr. Levi. So, when your association writes to the Canadians and are fearful 
that the Canadians may not be able to supply them, is not that an indication that 


the Canadians could now raise the price even higher if they wished to? 
Mr. CaNnFiELD. Certainly they could if they wished to.'8 


Frank Jepson of Madden, Reeve, Angel & Co., speaking about tonnage 
sold by the Finnish Paper Mills’ Association in the United States, 
stated that if it were not for his long-term contracts, he could obtain 
higher prices for his newsprint than he was presently receiving. John 
Hinman, president of International, after noting that the New York 
port pric e had remained stable for nearly 2 years despite increased 
costs and increased demand, also testified that his company could 
have obtained higher prices had it so chosen 

Mr. Levi. Would you say you have kept that price down; that you could have 


raised it if you wanted to and sold everything? 
Mr. Hinman. Sure.!® 


J. D. Zellerbach praised the actions of the North American producers 
in holding down newsprint prices. ‘Right here let me state,” he 
said, ‘“‘that if it had not been for the restraint exercised by North 
American manufacturers since the war the price of newsprint would 
have been much higher—as it was in 1920 and 1921, and as it has been 
for European newsprint since World War II. In fact, since World 
War II the lowest price for newsprint anywhere in the world has been 
the price charged on sales in this country and Canada by United States 
and Canadian manufacturers.” ” 

In general it may be said that the witnesses appearing before the 
subcommittee uniformly praised the newsprint producers for keeping 
their prices at reasonable levels when they could have been sub- 
stantially increased. It is clear that this policy of maintaining a low 
price level reflected the desire, not only of the American publishers 
but also of the congressional committees which previously investigated 
the industry. Nevertheless, a consideration of the effect of this 
low price policy on new construction in this industry indicates that 
it was not an unmixed blessing. 

The last mill erected in Canada prior to the completion of the 
subcommittee’s newsprint hearings was built in 1938. In the United 
States, the two southern mills erected during this period constitute a 
spécial instance. This dearth of new enterprise in the industry may 
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well be partially a result of the fact that newsprint prices were never 

permitted to go as high as competitive conditions would have war- 

ranted during the period of shortage. While producers have delib- 

erately held prices down, they have likewise recognized that such low 

levels were unattractive to investment capital. This was plainly stated 

by J. D. Zellerbach in response to interrogation by the chairman: 
The CyHarrMAN. You think, Mr. Zellerbach, the price is too low today? 


Mr. ZELLERBACH. I do not think the price is too low based on old investment. 
I think it is too low to attract new investment. 


The CHatRMAN. You think if the price were increased there might be new 
investment coming into the newsprint industry? 
Mr. Ze_LerBACH. I think that will be necessary to bring new investment in.?! 


John Hinman of International also indicated, in response to a ques- 
tion by Mr. Keating of the subcommittee, that higher prices would 
attract additional producers of newsprint. ‘‘ Would it spur others to 
the production of newsprint?” Mr. Keating asked. “Well, I think 
the more profitable the industry is the more it invites risk capital,” 
replied Hinman.” 

Representatives of newsprint producers as well as members of this 
subcommittee have pointed up a fundamental paradox which has 
complicated the formulation of policy in this industry. On the one 
hand producers have claimed credit for keeping newsprint prices de- 
pressed while at the same time they have ree ‘ognized that new invest- 
ment would not enter the industry at prevailing rates of return. This 
phase of the paradox was succinctly brought out by counsel when 
questioning Mr. Zellerbach. 

Mr. Levi. Mr. Zellerbach, this phrase, though, that the price must be increased 
does present a dilemma, does it not, when you say it is the self-restraint of 
the producers which has held the prices down, on the one hand, and the other 
suggesting that the self-restraint may operate so that new capital would not be 
attracted to the industry. 

Mr. ZELLERBACH. There is something to that.” 


On the other hand, had newsprint producers raised prices to maxi- 
mum levels warranted by demand and thus encouraged new venture 
capital, the industry would undoubtedly have been accused by con- 
someone committees of reaping “monopoly profits.”” As Mr. Zeller- 
bach indicated in response to the chairman’s suggestion that the 
purpose of keeping prices down was to restrict new production: 

Mr. ZeLLeRBACH. I do not think that is the purpose of the newsprint manu- 
facturers. I think, perhaps, the newsprint manufacturers are motivated by the 
feeling that they do not want all the publishers on their necks if they raise the 


price; that has something to do with it, too, and, perhaps, congressional com- 
mittees, too. 

Mr. McCurtocn. I was just going to say, you are damned if you do, and you 
are damned if you don’t. 

If you charge a price for newsprint in accordance with the facts about which you 
have been testifying, you probably would be brought down here to justify the 
high profits that you were making. 

Mr. ZELLERBACH. That is part of it. 


While newsprint prices have been held at low levels by producers, 
in part, because of the fear of protests on the part of publishers as 
well as criticism from congressional committees, the desire to dis- 


2! Hearings, p. 9'7 ” 
2 Hearings, p. 642 
% Hearings, p. 918 
% Hearings, p. 919. 
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courage new production in hitherto untapped areas has also been a 
compelling motive. ‘What is to prevent the Canadian companies or 
the American companies from asking $150 or $200?” asked Professor 
Guthrie. ‘They would sell less, but I would suspect that they would 
make a lot more money at $200. But they do not want to have too 
many firms attracted into the industry. They are looking at it from 
a stability standpoint and from a long-run standpoint * * *,” * 

In addressing newsprint manufacturers during the hearings of a 
congressional committee in Canada, Congressman Brown pointed to 
the likelihood of more production as an argument against increasing 
newsprint prices. ‘I feel rather certain,’ he warned numerous pro- 
ducers and officials of the Newsprint Association of Canada, “any 
increase, and especially any increase of any proportion, will speed up 
the construction of mills in the South.’ He indicated, too, that in- 
creases in price would also result in political pressures upon Congress 
to subsidize mills in the Territories and in Alaska.” 


I * * * pointed out very pungently, I thought, to the Canadian manu- 
facturers and the Canadian Government— 


said Congressman Brown before the subcommittee— 


that any increase in price would stimulate the construction of more mills in the 
United States, greater competition from all sources, and might result ir subsidies 
for the operation of mills in Alaska * * *,’? 27 


Frank Jepson commented on the underlying thoughts of the 
Canadians in preserving a low price level when writing to the finnish 
Paper Mills’ Assoc iation in 1946 regarding rising pulp prices: 


If the domestic and Canadian pulp prices should show much increase it would 
probably affect the newsprint picture. On the other hand, the Canadian manu- 
facturers do not want a repetition of 1930 nor do they want to give encourage- 
ment to new production in the Southern States, Canada, or Alaska.’ 


In another letter written at approximately the same time, Jepson 
took note of the speculation regarding the possibility of new newsprint 
mills to alleviate the newsprint shortage but held out little optimism 
for the success of such ventures. ‘‘In view of the anticipated continued 
shortage of newsprint,’’ wrote Jepson to the Finnish Paper Mills’ 
Association, “there has naturally been a great amount of interest in 
the possibility of new mills being started in Canada. Although the 
publishers would welcome this, the Canadian manufacturers will do 
their utmost to forestall any new production.” ” 

On December 18, 1946, the firm of Madden, Reeve Angel & Co. 
wrote to their principals, the Finnish Paper Mills’ Association ia 
Helsingfors, with regard to the price for additional newsprint in 1947. 
After citing the high prices which could be obtained by Finland for 
spot tonnage in the United States market, the letter referred to one 
of the Canadians’ chief reasons for adhering to moderate prices. 

One of the principal reasons for the Canadians avoiding drastic price increases 
is their wish not to encourage new production. Any substantially higher prices 
here would certainly help crystallize final plans for new production now under 
Game in the South, in Alaska, in British Columbia, and one mill in 
Quebec.® 


%3 Hearings, p. 243. 

%6 Exhibit N-72 at p. 153. 
27 Hearings, p. 345. 
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On a previous occasion, the firm had cabled Finland that no increase 
in the price of newsprint was expected here until the 1st of January, 
1947, because “Last increase of $10 too recent, also larger than antici- 
pated; ; also manufacturers do not want to encourage new production in 
Southern States, Vancouver, and Alaska, which higher prices would 
probably do.” *! 

The desire to discourage new production, except through building 
new machines and improving existing machines, is a consequence of 
the severe effects which the depression had on the industry in the 
1930’s. “The Canadian manufacturers do not want a repetition of 
1930,” one of the letters from Frank Jepson to Finland cited above 
observed.” 

The best summation of this attitude on the part of the industry 
appears in the testimony of Congressman McKinnon from California 
who stated: 


Back in 1946 I made quite an intensive canvass of many Canadian mills in the 
eastern part of Canada and the eastern part of the United States * * * andI 
ran across the prevailing philosophy at that time that they still very vividly re- 
member the thirties and the twenties when they just about lost their shirt, and they 
were in a position of not wanting to unduly increase the price of newsprint, be- 
cause they feared at that time that if they increased the price of newsprint it 
would attract more manufacturers into the business, would create an oversupply, 
and create another newsprint depression that they experienced during the twenties 
and thirties.* 


Comparison of black-market prices with regular contract prices 
quoted by producers gives some idea of the degree of restraint exer- 
cised by newsprint companies in holding prices down. J. D. Zeller- 
bach presented a summary of black-market prices on the west coast 
together with comparative contract prices in his testimony before 
the subcommittee: 


After World War II, during the year 1947, while the domestic price, our price 
on the Pacific coast, was $84 for the first 3 months and $90 for the balance of the 
year, foreign paper was being delivered on the Pacific coast for from $220 to 
$260 a ton. In New York the prices were a little bit lower, ranging from $165 
at one time earlier,in the year up to $245. 

During 1948, during the first 7 months of which our price was $96 and the 
last 5 months $100, the black-market price or foreign-paper price was between 
$150 and $220 a ton. 

In 1949 our price was $100 a ton, and in the early part of the year the foreign 
price for contracts was $150 a ton and for noncontract $165. Then later in the 
year it dropped off to about $135. That was when the market demand started 
to ease up a bit. Then later on toward the end of 1949 the price dropped to 
$125, and about the first of the year it came down to $100, equivalent to our 
price.*4 


At the time of the subcommittee’s hearings, the contract market 
price for newsprint was $100 a ton, but the world market price of $150 
could often be obtained for noncontract sales in the United States. 
This was brought out by Mr. Denton in questioning James Donald- 
son, a wood-pulp importer. 

Mr. Denton. You said a while ago that the price was fixed by supply and 
demand. Now on supply and demand you can sell for $150 a ton; can you not? 

Mr. Donaupson. And higher today. 


Mr. Denton. And higher? 
Mr. Donaupson. That is correct.*5 





31 Exhibits, p. 987. 
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ALLOCATION OF PRODUCTION 


During the 1930’s the governments of the Canadian Provinces 
actively sponsored arrangements for the allocation and division among 
the mills of contracts and orders for newsprint sold in the United 
States. In addition, International Paper Co. at one time established 
an allocation program for its subsidiaries, under which they were 
still operating in 1947 although the agreement had formally expired,” 
and justified the program on the ground that all of its subsidiaries 
were merely part of one enterprise.* This justification is to be con- 
trasted with the position taken by International Paper that its 
Canadian subsidiaries should be regarded for other purposes as 
entirely separate and distinct from the parent corporation.” ° 

The earliest of the allocation ventures by the Canadian Provinces 
of which the subcommittee has cognizance occurred in 1927 with the 
formation of the Canadian Newsprint Co. According to a report of 
the Commission, Combines Investigation Act, on ‘Canada and 
International Cartels’ published in 1945: 

In 1927 the Canadian Newsprint Co. was formed to handle sales of 14 mills with 
about 50 percent of the Canadian capacity. International Paper did not join the 
group, which pooled orders and allocated tonnage among the member mills. 
Attempts were made by the group to effect a joint contract with the Hearst 
papers but two member companies broke away and signed individual contracts 
and the group dissolved.‘ 

Undismayed by the failure of this attempt to control production and 
distribution, another effort at pooling and allocation was made in the 
following year when the Newsprint Institute of Canada was organized 
at the instance of the premiers of Ontario and Quebec. This associa- 
tion, according to the report on “Canada and International Cartels,” 
cited above, “included all mills except International Paper and certain 
mills controlled by American publishers, and controlled about 70 
percent of the Canadian capacity.” # 

How the Premiers of the two provinces of Quebec and Ontario 
participated in this ill-fated experiment was described to the Federal 
Trade Commission in 1929 by George H. Montgomery, K. C., counsel 
for the Newsprint Institute as follows: 

The manufacturers were accordingly called together and were addressed by the 
premiers who informed them that they would have to make some provision for the 
distribution of available tonnage on an equal basis so as to afford some measure 
of employment to all the mill communities as well as to those engaged in the cutting 
operations incidental to them. The available business was at the time very un- 
evenly distributed so that the premiers’ mandate involved the necessity of the 
mills which were long in business giving up & portion of it to those who were short 
in order to put them on an equal footing, and this met with great resistance and 
was naturally only acceded to by the “longs” under governmental pressure. 

This effort, too, proved to be short-lived, largely because it likewise 
lacked the support of the International Paper Co. The demise of the 
Institute occurred soon after International refused to comply with 
the directives of the Prime Ministers of Quebec and Ontario to raise its 
price of newsprint for the year 1930. Altogether, ‘‘the life of the 
institute was a very brief period of time, relatively less than 2 years.’ * 

Undaunted by the failure of these two previous attempts to allocate 
production, a more successful allocation program of prorationing of 
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orders was undertaken in the mid-thirties, again under the aegis of 
the provincial governments. According to John Hinman of Inter- 
national, the Provincial Government at that time was disturbed over 
the fact that some mills had more orders than others and that serious 
economic distress existed in areas where mills had been forced to cur- 
tail production through lack of business. In 1935, therefore, the 
Government required the proration of all orders among the mills on 
the basis of capacity. In cases where mills were disinclined to comply, 
companies were threatened by the Provinces with an increase in stump- 
age fees on timberlands leased from the Crown.“ 

Another example of allocation, or perhaps merely a continuation of 
the 1935 program, was referred to in a report of the Tariff Commission 
as ‘‘the venture of the Canadian authorities in 1937 and 1938 for the 
prevention of disaster to some of the mills operating on an extremely 
narrow margin of profit.”’ © Reasons for this action were similar to 
those previously recited by John Hinman. As Norman Meese of the 
Commission informed the subcommittee: 

The idea was that some of the Canadian mills were high-cost plants, and at that 
particular time the market for newsprint had fallen off, with the result that many 
of those high-cost mills found themselves without a market. 

The arrangement was between the Premiers, that the low-cost mills which were 

producing in a great volume at that time, should share their sales with the high- 
cost plants in order to keep them alive.‘ 
Thereafter, a system of prorationing and allocating quantities of 
newsprint production was under Government direction in the Province 
of Ontario and the Province of Quebec until wartime controls were 
introduced by the Dominion Government under the War Emergency 
Act.” 

How these prorationing schemes likewise played an integral part in 
the general plan to stabilize prices was described by Eric Alqvist, of 
Scannews, when he visited the North American Continent in 1938. 
“The industry has made several significantly large sacrifices to attain 
a higher price level than the one which has prevailed for several years,” 
Alqvist told the executive committee of Scannews, “but a stable 
price level cannot be maintained without an allocation or division of 
orders.”’ * He then proceeded to tell of the interest of the state in 
maintaining prices and allocating tonnage and the measures adopted 
by the Provinces to coerce recalcitrant concerns who did not comply 
with governmental proscriptives directed toward these ends. 

While the Government was lending its auspices to general plans for 
the prorationing of orders, in 1936 a private allocation agreement 
which embraced the various Canadian subsidiaries of the International 
Paper Co. was also instituted. As in other allocation arrangements, 
tonnage was allotted on a capacity basis among the subsidiary com- 
panies originally party to the agreement. So that proportionate 
shares of the individual participants in so-called ‘‘controlled tonnage” 
would not be diluted, it was provided in writing that “‘ No participating 
mill, without the consent of the Sales Company, shall install or allow 
to be installed any newsprint machines in addition to the number of 
such machines now installed.” * 
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Since this arrangement contemplated allocation of orders in the 
United States as well as in foreign markets, it was the opinion of 
John Rollins, general solicitor of the International Paper Co., that 
had it been entered into by independent concerns, it would be regarded 
as unlawful. But because the contract was between International 
Paper Co. and several of its subsidiaries, Mr. Rollins saw in its execu- 
tion nothing amiss. 

In 1938, however, the effect of the 1936 allocation agreement was no 
longer confined solely to the mills of International and its subsidiaries. 
In that year, the Corner Brook Newfoundland mill was sold by Inter- 
national to Bowater’s Paper Mills, Ltd., and an agreement “‘supple- 
mental to and amendatory of an agreement relating to Allocation of 
Newsprint Contracts dated the 1st of January 1936” was entered into 
by Bowater’s and certain of its subsidiaries, and International and 
certain of its subsidiaries. 

Under this new agreement, it was provided that despite the transfer 
of ownership of the Corner Brook Newfoundland mill from Interna- 
tional to Bowater’s, the allocation plan of 1936 would remain in full 
force and effect until December 31, 1940. Upon its termination, it 
was agreed that the Bowater’s Newfoundland Co. should be entitled to 
the following shares of the controlled tonnage as existing at that time: 

(i) 22.053232 percent of United States and Canadian tonnage which percentage 


shall be satisfied by the allocation to the Newfoundland Company of United 
States tonnage only and 


(ii) 22.053232 percent of foreign tonnage which percentage shall be satisfied 


by the allocation to the Newfoundland Company of United Kingdom tonnage 
only. * * *®& 


Another clause to the supplementary contract amended the pro- 
vision in the 1936 agreement relating to the installation of new 
machines. This time, it was stated that— 
no installation of newsprint machines additional to the present machines at 
Gatineau, Three Rivers, Dalhousie, and Corner Brook, or enlargement of capacity 
of the existing machines at such ‘places, shall entitle any participating mill to 
allocation of a larger percentage of the controlled tonnage * * *.5 
While the terms of the contract provided for the termination of the 
1936 arrangement at the end of 1940, final allocation of Bowater’s 
share of contracts and orders for the United States market did not 
transpire until July of 1941. 

Other agreements involving allocation of newsprint orders among 
competing concerns are discussed in the immediately succeeding sec- 
tions of this report dealing with foreign markets. 


FOREIGN MARKETS 


Over a period of years, Canadian newsprint producers have done 
business in some 50 or 60 countries throughout the world. Many, if 
not all, of these lands have been the pbieck of agreements among 
new sprint companies by which prices have been fixed, tonnage allo- 
cated, terms and conditions of sale agreed upon, and other arrange- 
ments made which have eliminated competition among North Ameri- 
can producers in these markets. 

The general nature of these agreements was referred to when Noel 
Bowater wrote from England to Weimar Cross of the Bowater Paper 
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Co. in New York in the fall of 1945 asking that Cross discover if the 
Canadians intended to adhere to such arrangements. Said Bowater 


of the understanding existing between the Canadians and the Bowater 
Newfoundland company: 


Ever since the war broke out my understanding has been that not only our 
prices, but our terms of payment, and those of the Canadians, were by mutual 
arrangement to be kept in line, and these terms of payment, according to the 
various markets, have been clearly set out in writing in the price schedules from 
time to time. In view of what you now write Mr. Harvey, will you therefore 
officially inquire of the Canadians whether or not it is the intention of all their 
mills interested in export to continue to strictly observe these terms, pointing out 
that if any particular mill offers more advantageous terms, it is, in effect, equiva- 
lent to making a reduction on the price, and will be the thin edge of the wedge in 


price competition.® 
Eric Alqvist, reporting to the executive committee of Scannews in 
1938, also commented upon the scope and effect of the Canadian agree- 


ments relating to the export markets of the world. Alqvist remarked 
of this as follows: 


In the export markets, except for the United States, one is free to cooperate, as 
far as prices are concerned, and new businesses are confronted with only Canadian 


prices in every market.™ 

A fuller comprehension of the breadth of world-wide control 
exercised in concert by the newsprint producers of North America 
may be gained from a detailed examination of arrangements made for 
specific international markets. 


The Orient 

From 1920 through 1930, Crown Zellerbach made small but fairly 
regular sales to China and small and intermittent sales to Japan. 
During this same period, Crown Zellerbach’s Canadian subsidiary, 
Pacific Mills, Ltd., exported no newsprint to countries other than 
Australia and New Zealand and the tonnage Crown Zellerbach bought 
for resale into the United States. With the advent of the depression, 
however, Crown Zellerbach and Pacific Mills agreed to amend their 
newsprint contract to provide for a sharing of returns in the low-priced 
markets of China and Japan, and Pacific Mills thereafter began to sell 
in these countries. By 1935, Crown Zellerbach was intentionally 
refraining from selling in the oriental market out of deference to sales 
by Pac ific Mills and this policy was formalized in 1938 by an express 
agreement between Crown Zellerbach and Pacific Mills whereby the 
former company would not make sales in the Orient, nor in Australasia 
or Canada, without the consent of Pacific Mills. 

This agreement between Crown Zellerbach and Pacific Mills in 
which Crown Zellerbach promised to abstain from such oriental 
markets as China, including Hong Kong, Japan, Korea, Manchukuo, 
Formosa, the Dutch East Indies, and Malaya, remained in effect for 
10 years, running from May 1, 1938, to April 30, 1948. ‘“‘Unques- 
tionably, iu Philip | S. Ehrlich, attorney for Crown Zellerbach, told the 
subcommittee, this provision “‘constitutes a restriction or restraint 
upon sales to be made by Crown in the Canadian, Australasian, or 
oriental markets, inasmuch as Crown has bound itself not to sell in 
those markets without the consent of Pacific Mills.” * The restric- 
tion, however, no longer appears in the present contract existing 
between the two companies. 
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In 1934, Crown Zellerbach’s Canadian subsidiary, Pacific Mills, and 
another large Canadian competitor on the west coast, Powell River, 
formed the Export Sales Co. to sell newsprint produced by the two com- 
panies to markets in the Orient. Stock in the Export Sales Co. was 
divided equably between Powell River and Pacific Mills and expenses 
were to be borne by the two companies in the ratio of tonnage shipped. 
Quotas for sales to the Orient were agreed upon on the assumption 
that total sales per calendar year would total 70,000 tons of which 
40,000 were to be furnished by Powell River and 30,000 by Pacific 
Mills. It was provided that prices for the oriental markets, which 
embraced Japan, China, Korea, and Manchukuo, “shall be fixed by 
Powell and Pacific mills upon execution hereof from time to time,” 
and that ‘‘such prices or any of them may at any time be varied by 
said parties by mutual agreement.” © 

Sales in these markets by Powell River and Pacific Mills were to be 
exclusively through the Export Sales Co. as agent, and it was expressly 
stipulated that ‘Powell and Pacific Mills * * * will not during such 
term dispose of any newsprint to any person, firm, or corporation for 
shipment by him, them, or it into such territories.”’ 

Crown Zellerbach itself at times utilized the facilities of Export 
Sales Co. to market its tonnage in the Orient. While “from 1955 to 
1938 Crown Zellerbach did refrain from selling in the Oriental mar- 
ket,” ® it filled 17,307 tons of Export Sales Co. orders for China, 
Japan, and Mexico during the years 1935-39. Export Sales Co. has 
similarly served as a vehicle for disposing of the newsprint production 
of other newsprint producers in far eastern markets. 

In 1936, for example, Export Sales Co. handled the sales of paper 
from mills of eastern Canada which totaled 8,998.509 short tons. It 
is probable that similar transactions occurred in other years, for R. A. 
McDonald, executive vice president of Crown Zellerbach, commented 
that Export Sales “bought an awful lot of tonnage from the eastern 
Canadians.” © At times, like arrangements were also made in behalf 
of Hawley Pulp & PaperCo. At the inception of the Export Sales Co. 
in 1934, Pim of Pacific Mills and Barclay of Powell River wrote to 
McDonald that they had been informed that additional tonnage to 
sell in the Orient could be obtained from Hawley. In 1939, 500 tons of 
newsprint destined for Hong Kong was offered to Jack Smith, of 
Hawley, but was refused. McDonald indicated that Hawley, which 
for a long period was a very active competitor of Crown Zellerbach, 
from time to time had small sales to the Orient handled through the 
Export Sales Co. 

Admittedly, the objectives of the formation of the Export Sales Co. 
and its subsequent policies have been to control, if not to eliminate, 
competition in the Orient. Thus Barclay of Powell River and Pim 
of Pacific Mills wrote to McDonald, then vice president of the Crown 
Willamette Paper Co., an affiliate of Crown Zellerbach, shortly after 
the formation of the Export Sales Co., that if the Export Co. could 
place in the Far East “what the oriental market will absorb, we can, 
in a satisfactory way, control competition.’ Furthermore, Barclay 
and Pim informed McDonald, the oriental market could consume 
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from Canadian mills a total tonnage of 110,000 tons of newsprint a 
year, and “if the whole 110,000 tons are placed by an organization 
we control, competition w. ill be materially reduced.” This preemp- 
tion of monopoly power would naturally permit maximum mill returns 
on tonnage sold in the oriental countries and would make it a simple 
matter for the Export Co. to obtain additional tonnage requirements 
from other mills, and, as Barclay and Pim observed, ‘would tend to 
prevent the eastern Canadian manufacturers from trying to open the 
market for their paper independently.” © 

The over-all results of these agreements relating to the Orient should 
be briefly summarized. With Crown Zellerbach forsaking the ori- 
ental market completely or, in any event, having its oriental sales 
channeled through the Export Sales Co., and with the latter organiza- 
tion representing not only Pacific Mills and Powell River but the 
eastern Canadian mills as well, it is quite obvious that the Export 
Sales Co. has proven a highly successful device for controlling poten- 
tial North American competition in the oriental market. The fact 
that Hawley, a former competitor of both Crown Zellerbach and 
Powell River on the west coast, likewise dealt in the Orient through 
the medium of the Sales Co. reinforces this conclusion. 

As a result of the policies of the Sales Co., prices for the Far East 
have been determined, not by competition, but by agreement and con- 
sultation among producers. Certainly in any of the areas where they 
were representing the other Canadians, the Export Sales Co. “would 
consult”’ on prices. In 1938, Pim wrote on the stationery of Pacific 
Mills to Youngman and McDonald and referred to discussions of 
newsprint prices for south China as follows: 

Have had some discussions with our associates, and aside from the question of 
maintaining prices by reason of the large quantities of paperout there * * * there 
also seems to be a feeling that prices should be maintained at the higher levels and 
thus follow out a policy that has been carried on in Mexico, South America, India, 
et cetera.” 

Through the Export Sales Co., newsprint tonnage to these areas has 
been allocated and where previously in a location such as Shanghai, 
mills had separate agents in competition for sales, that is apparently 
no longer true. Economic power of newsprint producers over the 
presses in these countries has likewise been unduly enhanced. An 
example of this is the case of Yomiuri, about whom it was stated that 
the entire policy of the Export Sales Co. in the Orient revolved in 
1936. Wrote F. N. Youngman to McDonald in connection with 
continuing sales to Yomiuri after 1936: 


Both Pim and myself concur Powell’s suggestion quote Yomiuri $45 which should 
have the desired effect of dropping this business.® 


Australia and New Zealand (Australasia) 


Australia has been the world’s third largest importer of newsprint; 
ranking only behind the United States and United Kingdom in total 
newsprint imports. Prior to the war, Australia was completely 
dependent upon foreign sources for its newsprint, annual imports 
amounting to something less than 200,000 tons. About three-fourths 
of this need was filled by North American producers. Since the war, 
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however, Australia has been forced, through currency restrictions, to 
rely more and more upon European sources of supply. The country 
remains, however, an important potential market for North American 
newsprint. Australia has also been a prominent subject of agreement 
among newsprint manufacturers. 

The most comprehensive arrangement relating to Australia, as well 
as New Zealand, is the so-called Australasian or seven-suppliers agree- 
ment. This agreement, signed in 1938 and running by its terms from 
1939 to 1945, inclusive, provided for the division of total sales by the 
contracting companies in Australia and New Zealand among seven 
mills in proportion to historical percentages previously supplied to 
that market by the companies. The following are the newsprint 
concerns originally parties to the Australasian agreement and their 
respective quotas: 


Percent 
Canadian Diterngtional Fane? (Gis s6.csiic ccaesd a a tenidcicunimues eeu 12. 50 
Cru IO SN wc as cee ee sien Sai a nee ex iran cote odes Ga 7. 50 
paeey Paper C0. 8 6. 2 oe ee Pe Oe her ean ee ee 12. 50 
Paeithe Walnes DPhes 3 ot ess. Sea eee. 3 12. 50 
Puwell Rives Cé.: 146... weccesensteaacilideibicimesnad.cddcaseseanss 15. 00 
Prices: Bree. 4 Cs DA ov oo ok hse ck cun UetbMatides eee ee 20. 00 
6t.. Lawrened anced 06t Ce, Bete oc. cdacanccaSe aun nuce eon amen 10. 00 


In signing the agreement, all companies agreed to settle disputes 
regé arding matters relating and arising out of the agreement and prom- 
ised that “no Manufacturer will attempt to enforce its opinion by indi- 
vidualistic or independent action.” A trustee to administer and 
expedite the functioning of the agreement was expressly provided for 
and each participant agreed to “promptly and accurately report to 
the Trustee (hereinafter described) for distribution among the Manu- 
facturers such information as the Trustee may from time to time 

request regarding shipments, orders, freight and insurance rates, ship- 

ping arrangements, prices, and similar matters relating to this Agree- 
ment” and to “fully cooperate in endeavoring to obtain conditions 
favorable to the Manufacturers.” © Named as Trustee under the 
original agreement was Charles Vining, then president of the News- 
print Association of Canada. 

Although the Australasian agreement covered sales for the whole 
Australasian market, it was specially designed to include long-term 
sales to an Australian buying group entitled “New spaper Supplies 
Proprietary, Ltd.’ Long-term contracts running for 7 years with 
this group were consummated by the mills adhering to the Australa- 
sian agreement immediately subsequent to the execution of the latter 
arrangement. Charles Vining, together with the secretary of the 
Newsprint Association of Canada, was later appointed agent of the 
seven suppliers to allocate orders from Newsprint Supplies Proprie- 
tary among the participating mills in conformity with the provisions 
of the Australasian agreement. Parenthetically, Dawe of Consoli- 
dated, writing to A. B. Martin of Pacific Mills in 1939, had indicated 
that one of the reasons prompting the publishers in Australia to make 
the 7-year contracts with the members of the Australasian agreement 
was “to control the production of Australian-made newsprint.” © 

Prices to the Australasian market established by the mills pursuant 
to the agreement were determined by the New York base price. As 

* Exhibit N-230 at p. 537. 
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J. D. Zellerbach testified, “New York price was the basis for the price 
in the contract.” ” Frequent discussions by participating mills 
occurred with regard to the base price and differentials thereon. 

In March of 1939, representatives of Canadian International, 
Consolidated, Mersey, Price Bros., and St. Lawrence discussed a 
revision of the base price but all companies were opposed to making 
any permanent reductions. Ata meeting in Montreal on October 24, 
1941, it was agreed by members of the Australasian agreement that 
the upcharge for sheets in Australia and. New Zealand should be 
raised from a supposedly inadequate figure of 40 shillings to return to 
the mills an equivalent received from other overseas markets. Dawe, 
of Consolidated, once wrote to Martin, of Pacific Mills, that “When 
the mills interested in Australia met in January last we talked broadly 
on the subject of the Australian price.” ® A. B. Martin, vice presi- 
dent of Crown Zellerbach, discussed the problem of the upcharge for 
short-term contracts with Pim, of Pacific Mills, on October 4, 1939, 
and again with Dawe, of Consolidated, on October 10, 1939, and by 
November “all Canadian mills, and English sellers agree advise 
against continuation present 10 shilling upcharge 1-year business 1940 
at close business Monday next.” ® 

When Bowater began shipping to Australia from its Corner Brook 
mill, it too agreed to adopt the prices and conditions decided upon by 
the Canadian mills who had formed the Australasian agreement. 
Thus, in September of 1939, Mark Sheldon, an Australian agent, 
wrote Dawe of Consolidated that: 

Captain Bowater informed me that he anticipated they would not get a permit 
to ship newsprint out of Great Britain, but their plan was to offer their export 
friends, especially Australia, newsprint from Newfoundland on the same condi- 
tions and prices as the Canadian mills were offering.” 

Shortly thereafter, Pim of Pacific Mills received a telegram from 
Montreal stating: 

One year prices have advised Bowater Canadian decision suggesting agents be 
told close business Monday. 

This done because they now shipping Australia from Cornerbrook on our prices 
and terms and highly important keep them in line.” 

The Australasian agreement was destined to end in December of 
1945 but was renewed by the manufacturers for an additional period 
of 3 years. In 1946 Abitibi became a colleague in the Australasian 
arrangement, taking an assignment of Mersey’s contract with News- 
print Supplies Proprietary, Ltd. and sharing Mersey’s 12} percent 
allocation of total Australasian tonnage. 

Cooperation between Bowater and the Canadian mills in the mar- 
kets of Australia and New Zealand also continued. In March of 1944, 
Noel Bowater, in writing to Weimar Cross, vice president of the 
Bowater Paper Co., said: 

I understand the Canadians have given us an assurance that they will not 


pinch any of our Australian tonnage prior to the termination of their contracts 
in1948 * * ¥,” 72 


In another letter relating to Australasia, Bowater wrote Cross about 
the Consolidated Press which was already under contract with 
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Bowater for half of their requirements and was “contemplating either 
buying the balance from us or from what is termed ‘an outside Cana- 
dian mill.’”” ‘While we have an understanding with the Canadians,” 
continued Bowater, “that it is not our present intention to take 
tonnage at present held by them for the 1946-48 period, we should 
consider this understanding to lapse if any Canadian mill (and I 
have the Montmorency outfit in mind) were to break away from the 
group and act independently.” ® 

On February 20, 1947, an exploratory meeting attended by repre- 
sentatives of all mills participating in the Australasian Agreement and 
Messrs. Fowler, Vining, and Fallows of the Newsprint Association of 
Canada was held in Montreal to consider the future program for 
Australia to be put into effect upon the expiration of existing arrange- 
ments in 1948. Three alternatives presented themselves at this time: 
(1) To revert to individual selling and competition in the market; 
(2) to continue the present selling arrangement but to tighten it up in 
several respects; and (3) to form an all-out corporate sales company. 
Pim informed McDonald of Crown Zellerbach that “Item 1 was 
immediately dismissed by everybody present.” 

In June of 1947 another meeting was held in ‘Misseeil: again with 
representatives of eight mills then selling pursuant to the Australasian 
Agreement present, as well as Fowler, Vining, and Fallows of the 
Newsprint Association of Canada. Six companies agreed to market 
their tonnage in Australia after 1948 through a sales company, but 
Consolidated and Mersey refused and were classified as hold-outs. 
Tonnage that all mills were prepared to sell to Australasia for the next 
10 years was disclosed, however, and there appeared to be a probable 
division of total tonnage to be placed i in Australia and New Zealand. 

« At this meeting, Mersey, a hold-out, proposed to sell only 11,000 
tons to the Australasian market, and that earmarked for New Zea- 
land. One representative at the meeting indicated the reason for 
Mersey’s intransigence was, as he had been told, that “they have a 
written agreement with Abitibi when that company took over Mer- 
sey’s present commitments in Australia, that Mersey would not 
directly or indirectly participate in Australian business, at least 
before the end of 1950.’ The same observer expressed considerable 
concern over Mersey’s abstinence from the new arrangement because, 
“recalling the action they took in Australia in breaking the price 
some years ago, it leads me to wish that they were coming into the 
sales company even though they are only participating in New Zea- 
land business.” ” 

Prices to be adopted by this new selling agency for Australian sales 
were also discussed at the meeting. ‘Any idea of a uniform f. a. s. 
mills price was abandoned. It will be, I think, a uniform ce. i. f. price 
at main Australian ports with fluctuations in the New York 
price * * *, It is the opinion of all also that there should be 
one price only in Australia * * *,”% 

The result of these conferences was the emergence of Canadian 
Overseas Newsprint Co. whose stock is today owned by six companies 
previously party to the Australasian agreement. Because of cur- 
rency restrictions, this company was, at the time of the subcom- 
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mittee’s hearings, making no sales whatever to Australia but was 
prepared to do so, upon receipt of orders, at a uniform price for all 
sellers participating in the venture. 


India 


Next to China, India is the second largest importer of newsprint in 
Asia. Imports of new sprint averaged 33,000 tons per year in prewar 
years but increasing literacy among the population together with 
recent industrial advances has caused annual imports to average 52,000 
tons since the end of the war. India’s principal source of supply was 
Europe prior to the war, but in latter years, North America has been 
supplying up to 50 percent of India’s newsprint requirements. ‘This 
country, too, has apparently been the subject of discussion and agree- 
ment among newsprint producers. 

In March of 1938, Export Sales Co. was confronted with the possi- 
bility of making sales to India, a market where previously it had “never 
found it necessary to take any business * * *,” R.A. McDonald 
of Crown-Zellerbach received a letter from Pim of Pacific mills at that 
time in which Pim described possibilities for Indian sales. ‘There 
are no arrangements which would prevent the Export Sales Co. from 
offering tonnage in India,” wrote Pim. ‘Of course,’’ he forewarned, 
“there would have to be some consultation on the question of prices. 
As I understand it at the moment the Canadians are working on prices 
that are way out of line with quotations on the Continent; in other 
words, the situation in India is exactly the same as we have found it 
in Mexico and South America.” “ 

One month later, in April of 1938, Pim again wrote to McDonald 
about discussions had with “associates” relating to prices for south 
China. Pim observed that the consensus of opinion was to maintain 
prices at higher levels for south China, “‘and thus follow out a policy 
that has been carried on in Mexico, South America, India, et cetera.” ® 

Noel Bowater, in a letter to A. B. Meyer of the ‘Bowater Paper Co., 
referred in March of 1942 to new arrangements for the Indian market 
whic h were) being contemplated by Canadian mills. “If the Cana- 
di ans’ proposed export plan is to fructify,” he commented to Meyer, 

‘Cand certain mills are each taking a fixed share of the Indian tonnage, 
then the best prospect for the satisfac ‘tory sale of newsprint in that 
country would seem to be to sell such paper either through the medium 
of one or two sources * * *,”?7 

In the same letter, Noel Bow ater had some further pungent com- 
ments about arrangements then being considered for India. ‘For 
your private information,” he confided to Meyer, ‘“‘my view is that 
the contract submitted by the mills is quite a fair and a reasonable 
one, and that the 5-year period suggested should be adhered to.’ 
These long-term contracts, he noted, should be bestowed only upon 
papers of sound financial status. As to publications whose finan- 
cial basis was more tenuous, “I suggest spot tonnage could be accepted 
from such newspapers prov ided they put up the cash i in advance at a 
price not less than $10 above the period contract price.” It was his 
further suggestion that intermediate length contracts be forsaken in 
this market completely, leaving only long term and spot tonnage 
available with the latter at premium prices. On this matter he 
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observed: “In fact, I am not at all sure it wouldn’t be better to 
wash out the l-year contract at $2 upcharge and substitute spot 
at $10.’ %° 

Noel Bowater had still more to say regarding Canadian policies in 
the Indian market, especially insofar as small publisher accounts 
were concerned, and he exhorted Meyers as follows: 

I do feel that if anything is to come of this Indian business in the future and 
mills are to build up good will and put themselves in a position to resist Scandi- 
navian infiltration after the war, they must take a strong line, get their 5-year 
contracts fixed up with the best newspapers in the way that they have been fixed 
up in other British overseas dominions, and make the small fry who are not to be 
trusted pay through the nose. It would probably be a good thing if some of them 
were put out of business altogether.®! 

In May of 1942, Weimar Cross of the Bowater Paper Co. attended a 
meeting “of the overseas section of the Canadian group” which dis- 
cussed the market situation in India. Among those present were 
James Paton of St. Lawrence, Arthur Dawe, Allen Gammel, and P. 
Flood of St. Maurice (Consolidated), Frank Thorn of Price Bros., 
Richard Doane, Henry Cullen, and Richard Crooker of International, 
Mr. Cockerill of Bathurst, and Mr. Cunningham of the Newsprint 
Association of Canada. 

At this meeting, long-term contracts for India were discussed, 
and “The general opinion of the meeting was that it was unfair to 
the other markets who had accepted the long term theory for India 
to have the benefits of the lower price without any stipulation as to 
term * * *.” A tentative program for India which met with 
general approval was proposed by Thorn of Price Bros. 

His suggestion was that these agents be asked to sign a contract for the duration 
of the war and for the 2 years thereafter, and that they should be permitted at the 
end of the war when Scandinavian paper is available, to purchase a percentage of 
Scandinavian paper, thereby reducing the number of potential competitors, 
keeping the cream of the trade for the Canadian mills and at the same time, 
allowing the small man who buys purely on price, a source of supply. 

Weimar Cross kept Noel Bowater abreast of the happenings at this 
meeting in a letter describing the above facts and informing Bowater 
that Cullen and Doane, of International, and Delderfield, of John 
Dickinson & Co., had been nominated to draw up a proposed plan 
embodying the suggestions outlined by Thorn. Cross also informed 
Bowater that he had undertaken to transmit the suggestions of the 
meeting to him and further promised that “Just as soon as I receive 
the official proposal, I will air mail it to you at once.” ™ 


South America 


The markets of Latin America contain several important newsprint- 
consuming countries. Argentina, for example, is outranked as an 
importer of new sprint only by the United States, the United Kingdom, 
and Australia. Argentine imports averaged approximately 160,000 
tons per year in prewar years, although exchange difficulties in the 
postwar era have reduced imports substantially in recent years. 
While in 1949, practically all Argentine newsprint was obtained from 
European sources, prewar years saw her draw upon the North Ameri- 
can market for at least a third of her requirements. Today Argentina 
remains a strong potential market for North American newsprint. 
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Brazil is another large importer of newsprint in South America, 
although the country has been developing its own infant newsprint 
industry with notable success. Currency restrictions have currently 
forced Brazil, like other countries, to decrease imports from North 
America and to depend largely upon European sources, although 
immediately after the war, it bnported more newsprint from Canada 
than ever before. 

Brazil and Argentina are two of the most important markets of 
South America but they have been singled out only to suggest the 
magnitude of the Latin American market. The special significance 
of South America insofar as the United States is concerned is con- 
tained in the observation of Eric Alqvist of Scannews when he stated: 
“T believe that I am justified in concluding that prices in South 
America are more likely to influence the United States markets than 
various other markets, among them Europe.” ™ 

That arrangements have been made among newsprint producers for 
South American nations is strongly suggested by the casual references 
which appear in documents previously cited relating to other export 
markets. Thus, in agreeing to maintain prices in the south of China 
in 1938, the Canadians were pursuing a policy ‘that has —s carried 
out in us South America, India, et cetera.” Pim, of Pacific 
Mills, investigating the Indian market in 1938, found a price situa- 
tion “exactly the same as we have found it in Mexico and South 
America.” 

In 1941, Martin, of the Newsprint Association of Canada, enclosed a 
comprehensive scheme for the division of the entire Latin American 
market to Richard Doane of International in a letter marked ‘Per- 
sonal and oad ntial’? which stated: “Dear Dick: Here’s a revised 
draft of the Latin-American plan we were discussing the other day. 
Will you please let me have your comments as soon as convenient.” 
Doane forwarded the plan to W. N. Hurlbut in the New York office 
in a letter marked ‘‘confidential” which read: “Would appreciate your 
comments on the attached when I see you in New York in the early 
part of next week.” 

The proposed plan discussed by Martin of the Newsprint Associa- 
tion of Canada and Doane of International provided for the following 
division of all sales made by Canadian International Paper Co., Con- 
solidated, Price Bros., and St. Lawrence to Latin America during the 
period January 1, 1941, to December 31, 1942. 


Percen 
International acc weve 
Consolidated ; z badweew Secon 
Price. 7 ira 4 sae : . 45. 01 
tr ue OMONOE. cosas ne ee ears’ oe ater Bhs a aes ee a 14. 12 
Bathurst and a were to be invited to participate in the group on 
a percentage basis to be determined by discussion at a later time. 


Latin Americ : was te Cnn to include all of South and Central Amer- 
ica, Mexico, Cuba, British West Indies, and other Caribbean islands. 
The plan further provided that ‘Each participating mill will continue 
to make sales through its own agents on the basis of mutually agreed 
standard prices and terms, as at present.”’ 

Richard Doane of International, testifying before the subcommittee, 
stated that the above agreement was never put into effect. ‘‘Nothing 
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was ever done about the plan,” he averred. Nevertheless, it appears 
some type of understanding regarding the South American market 
7m at one time in force. In June of 1942, Noel Bowater wrote to 

B. Meyer of the Bowater Paper Co. in New York and referred 
eh ‘ally to arrangements between Bowater and other Canadian 
mills for the market of Argentina. Wrote Bowater: 


Argentine.—I see from copies of recent correspondence that vou have been 
trying to arrange a contract with La Prensa through Len a berts. My feeling 
is that if Corner Brook really want this business, as I be lie’ ve today they do, you 


should go right after it and not be too particular about any price arrangement 
with the Canadians, as you know from past experience since the war started they 
have repeatedly gone in ahead of us in that market. I feel sure that this whole 
business could be handled through Leng Roberts in a manner which could get 


Corner Brook the business without breaking the whole price structure.“ 


In March of 1942, when discussing the long-term contracts proposed 
by Canadian mills for the Indian market, Noel Bowater suggested 
eliminating the upcharge for short-term contracts and substituting 
spot tonnage with a ten-dollar differential. At the same time, he 
made similar observations with regard to contracts for South America. 
“My same suggestion applies to the South American contract also,’ 
said Noel Bowater, “because I do not think an upcharge of $2 will 
be sufficient to stop the speculative stock business in that market,’’ 7 
Miscellaneous markets 

While many of the arrangements among newsprint manufacturers 
regarding some of the most important markets have been discussed at 
length, some mention should be made of the agreements affecting a 
number of other counties of the world, 

Mexico, it will be remembered, has often appeared in the course of 
recitals in documents bearing principally on plans relating to other 
nations. Thus, in 1938, Mexico was one of the countries where a higher 
level of prices had been maintained and where prices were out of line 
with quotations of the continent. Mr. Zellerbach referred to sales in 
Mexico by Crown Zellerbach through the Export Sales Co., and Mexico 
was likewise embodied in the terms of the proposed Latin-American 
plan just referred to. In 1939, Pim of Pacific Mills called A. B. Martin, 
vice president of Crown Zellerbach, and informed him by tele phone 
that Harold Foley of Powell River was “pretty well assured they have 
agreed to extend deliveries into next vear on that $44 price into 
Mexico.” 

In addition to these highly inferential references to understandings 
relating to the Mexican market, a concrete agreement exists between 
St. Lawrence, St. Maurice (Consolidated), Price Bros., and Inter- 
national for each company to supply 25 percent of the newsprint 
bought by Productora E Importadora de Papel, 5S. A., of Mexico, the 
buving agent for all Mexican newsprint. St. Lawrence has negotiated 
a direct contract with the Mexican firm and acts as agent for the 
other participating mills. Price is increased or decreased whenever 

‘a change has then occurred in the New York price’ and is the same 
price for all supplying companies. The original agreement began in 
1945 and was to continue until December 31, 1949. However, Mr. 
Doane stated that as far as he knew, the arrangement was still in effect 
at the time of the subcommittee’s hearings. 
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Agreements have been made by North American newsprint manu- 
facturers relating to Great Britain, a large importer as well as producer 
of newsprint. In 1938, Eric Alqvist, visiting North America as a 
representative of Scannews, informed the executive committee of that 
Scandinavian organization that ‘‘Cooperation in the export markets 
has recently been extended to include the United Kingdom where, I 
am informed, a price of £11.-d/d was established for all of 1939, in 
connection with which it is necessary to note that this agreement was 
reached after contact with Bowater for Bowater’s Cornerbrook Mill.” ® 

When Bowater purchased the Corner Brook Mill from International 
in 1938, an express covenant in the agreement between International, 
Bowater, and various subsidiaries provided for a limitation on the 
price at which International could sell newsprint in the United King- 
dom until the expiration of the allocation agreement between the 
companies previously discussed at length. That contract provided 
in part that until termination of the allocation plan: 


the International Co. and the International Sales Co. shall not and they shall 
procure that no subsidiary or affiliate of either of them shall directly or indirectly 


sell or offer to sell Canadian or Newfoundland newsprint in the United Kingdom 
market at any price 


(a) below or other terms more favorable to the customer than the lowest 
price and best terms at which Bowater’s or any subsidiary or affiliate of Bowa- 
ter’s for the time being sells or offers to sell Newfoundland or Canadian 
newsprint for delivery in such market or 

(0) more than 7/6 per ton below the price at which newsprint manufactured 
by Bowater’s or any subsidiary or affiliate of Bowater’s in England is sold or 
offered for sale in such market 

whichever is the lower * * *,%? 

Upon the plan’s cessation, Bowater was also to receive ‘22.053232 
percent of foreign tonnage which shall be satisfied by the allocation 
to the Newfoundland Co. of United Kingdom tonnage only.” ” 

Mr. Doane, of International, described briefly to the subcommittee 
the latest arrangements relating to the British market in which the 
British International Paper Co., a subsidiary of Canadian Interna- 
tional Paper Co., negotiated contracts with British publishers and 
supplied the newsprint paper from Canadian International and two 
or three other Canadian mills. There was, Doane went on to say, 
no tonnage being supplied to England at the time of the hearings. 

A market closely related to Britain is Lreland, where there exists an 
arrangement which Mr. Doane also explained to the subcommittee. 
In Ireland, British International, a subsidiary of Canadian Inter- 
national, acts as agent for both Canadian International and another 
large competitor, Consolidated, in sales to Irish papers. The price 
for Ireland ‘‘is again a fixed price some years ago and fluctuates.”’ 

The Cuban market has been shared by St. Lawrence and Canadian 
International in selling through another International subsidiary, 
American Paper Export Co. Percentage allocations have been ar- 
rived at by the companies and the price fluctuates with the New York 
price. 

The Union of South Africa is the most important consumer of news- 
print on the African continent and relies entirely upon outside sources 
for supplies. Imports since the close of the war have averaged about 
50,000 tons annually with a major share of the tonnage being furnished 
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by North American mills. That arrangements among producers re- 
lating to South Africa have also been made appears in a memorandum 
of a telephone conversation between A. B. Martin, vice president of 
Crown Zellerbach, and A. L. Dawe, of Consolidated, in which the 
principal subject of discussion was the proposed Australian price for 
l-year contracts in 1940. Martin thought an upcharge for 1-year 
contracts would be discriminatory insofar as Australia is concerned 
and informed Dawe that ‘“‘We do not think it is the proper thing to do 
unless you are doing the same in other markets.”” Dawe replied that 
there were no long-term arrangements at that time for other foreign 
areas and there had been no prices fixed for the following year. 
Prices for the remainder of 1939 were $44 Three Rivers which was 
equivalent to the New York price. ‘Oh yes,” Dawe added. ‘In 
South Africa we have definitely fixed next year’s price at £13 but sub- 
ject to sterling at $4.86% and subject to any change in the New York 
price—the same as in Australia.” ™ 

A complete picture of the variegated web of restrictions with 
which the North American newsprint producers have bound various 
markets of the world cannot be had until some of the more ambitious 
proposals which have appeared in documents from time to time have 
been noted. 

One of the most sweeping propositions for the export markets of 
the world is contained in an addendum to the proposed Latin-American 
plan of 1941-42 previously referred to in detail. This provision reads 
as follows: 


Although there will be no commitment, direct or implied, on the part of any 
mill joining the above group, it is understood that this plan will be in the nature 
of a first step toward a more comprehensive form of cooperation on overseas 
sales. The present hope is that this plan will operate on a sufficiently satisfactory 
basis so that it may be expanded, before the end of its 2-year term, to include 
other North American sellers and other overseas markets as well as such coordi- 
nation of merchandising as may be considered desirable, possibly by formation 
of a sales company.” 


No doubt the epitome of organizational arrangements on an inter- 
national basis, however, was reached in a proposal suggested by the 
Overseas committee of the newsprint industry at an industry-wide 
meeting in Montreal in 1943. This suggestion, compared by R. A, 
McDonald, of Crown Zellerbach, to “an embryo international trade 
organization that has been proposed for this country from time to 
time.”’* embodied an elaborate system for equalizing all losses 
sustained by newsprint companies in dumping surplus tonnage in 
overseas areas which otherwise would depress prices in the North 
American market. <A letter received by R. A. McDonald, of Crown 
Zellerbach, gives the following outline of this plan: 


It was suggested that the entire newsprint industry in Canada should con- 
tribute to or support some over-all export selling plan, whereby the burden or 
benefits arising out of the export business would be shared equally by the industry 
asa whole. The idea expressed by Mr. Price in his committee’s report was that 
no one mill, by reason of its geographical location, should be expected to bear the 
burden of placing surplus tonnage in a low-price export market; and, if such mill 
did export and had a loss, then the industry should contribute to losses so sustained 
for the reason that if the tonnage so exported had been retained for domestic sale 
it would have a depressing effect on the domestic market as a whole, and that the 
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entire export business in Canada should be in some way controlled by a selling plan, 
so that the industry as a whole would be better able to deal with world-wide com- 
petition after conditions become normal. , 


No definite plan was submitted; merely the idea was suggested, but the chair- 
man, Mr. Kellogg, asked the member mills present what they thought of the idea, 
and the meeting was almost unanimous in favor." 


THE NEWSPRINT ASSOCIATION OF CANADA 


Coordinating the various uniform industry policies which have been 
adopted for the many markets of the world including the United States 
has been the Newsprint Association of Canada. Nominally a trade 
association Whose only functions are statistical in nature, this organ- 
ization has performed such tasks as allocating tonnage to various mills, 
advising and discussing pricing policies, suggesting contract provisions, 
and in other ways acting as an effective vehicle for cooperative action 
by North American newsprint companies. 

The Newsprint Association of Canada, or its predecessor organiza- 
tion, was given birth by the NRA and was organized to cooperate with 
American authorities in establishing uniform industry policies at that 
time. As a report of the Commission under the Combines Investiga- 
tion Act described the formation of the association: ‘In 1933 the News- 
print Export Manufacturers Association of Canada was formed to 
cooperate with the NRA code authority in the United States, but its 
operations in this respect were short-lived. In 1936 its name was 
changed to the Newsprint Association of Canada.” ® But while the 
NRA has long since passed into oblivion, the life of its Canadian 
stepchild has flourished, 

‘The most intimate description of the New sprint Association of Can- 
ada, also known as “NEMAC” and “NAC,” was detailed by Eric 
Alqvist, a manager of the Scandinavian association of newsprint 
producers called Scannews, in a memorandum of his trip to North 
America at the personal invitation of Charles Vining in 1938.  Alqvist 
observed tliat the Newsprint Association of Canada, or NEMAC, had 
for the years 1988-39, an executive committee comprised of repre- 
sentatives of over 85 percent of the total active Canadian newsprint 
industry. Included were such personages as L. J. Belnap, president 
of Consolidated; G. T. Clarkson, receiver of Abitibi; Harold Foley, of 
Powell River; John Hinman, of International; C. H. L. Jones, president 
of Price Bros.; C. H. Sage, of Spruce Falls Power & Paper Co., Ltd.; 
and A. F. White, of St. Lawrence. President of the Association was 
Charles Vining. 

After noting with regard to the Association that “the American 
authorities themselves gave rise to it in connection with the activities 
of the NRA when it first began officially to stabilize prices for news- 
print in the United States,’ Alqvist proceeded to further delineate the 
general functions of the organization: 

NEMAC has set up for itself the general principle of caring for the common 
interest of the industry through domestic contacts, and leaves no doubt but that 
the association outside of this is coneerned with price building and the division 
of orders, depending upon the rules under which the prices are fixed. The fact 
remains, meanwhile, that in one way or another agreement is reached on uniform 


prices within the same markets, including the United States of America. Even 


though this is not recognized officially, one strives in different ways to attain the 
most uniform ways of employment.® 
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While the executive committee of NEMAC named above then rep- 
resented but 85 percent of Canadian capacity, Alqvist referred to the 
fact that almost 100 percent of the industry had adopted the policies 
determined by the Association. ‘The Great Lakes Paper Co. (with 
a capacity of about 100,000 short tons) and the Beaver Wood Fibre 
Co. (about 22,000 short tons),’’ he stated, “were considered uncertain.”’ 

Sut even while I was in America,” he continued, “it was rumored 
that these two would also join the association on certain conditions. 
According to my underst: anding, they had indicated that they were 
willing to follow NEMAC’s price policies, without being bound by its 
quota allocations.” ” 

NEMAC’s activities in connection with the allocation of production 
and the regulation of prices at the time of Alqvist’s visit in the autumn 
of 1938 appears from his report to Scannews. “An equitable division 
of orders has already beeo noted today. It is one of NEMAC’s most 
important responsibilities, and one is justly pleased with the results it 
has attained to date.” As to prices, Alqvist indicated that ‘The 
maintenance of a united price level would have been unthinkable 
without the cooperation of Abitibi, and one was, therefore, disturbed 
within NEMAC at the price development if strong northern expansion 
around the Great Lakes should deprive Abitibi of further quantities.” ” 

Consideration of further specific activities of the Newsprint Associa- 
tion of Canada will convey a better conception of the ubiquitous pres- 
ence of this organization or its representatives in almost every phase 
of the Canadian newsprint industry’s activities. 

The Australasian agreement, heretofore discussed in detail, expressly 
nominated Charles Vining, then president of the Newsprint Association 
of Canada, as Trustee. Duties incumbent upon the Trustee under the 
agreement varied from receiving “from any of the Manufacturers 
matters requiring settlement’’; calling ‘‘meetings of the seven Manu- 
facturers * * *; distributing data and reports; and in general 
facilitating “the efficient execution of this Agreement.’ 

In the long-term contracts with Newspaper Supplies Proprietary, 
Ltd., an integral part of the Australasian arrangement, the Associ: ition 
assumed an even more important and active role. Charles Vining and 
R. K. Martin, ‘‘respectively the President and Secretary of Nrews- 
PRINT ASSOCIATION OF CANADA,” were appointed in their latter capac- 
ities as agents to receive orders, allocate tonn: we in accordance with the 
terms of the Australasian Agreement, and confirm acceptances. Thus 
it was on stationery bearing the letterhead of the Newsprint Associa- 
tion of Canada that a letter was sent to Newspaper Supplies Proprie- 
tary, Ltd., in April of 1938, stating in part: 

On behalf of the seven Canadian newsprint manufacturers listed at the end of 
this letter, I beg to set forth herewith the arrangment which has been agreed upon 
regarding shipment to Fremantle and Newcastle under the terms of 7-year con- 
tracts (1939 to 1945, inclusive) to be executed between your company and these 
manufacturers. 

The letter was signed by Charles Vining as president. 

Memorandum No. 349 of the Newsprint Association of Canada 
dated February 1, 1939, set forth in more explicit terms the services 
to be rendered by the Association to the producers which had entered 
into long-term contracts with Newspaper Supplies Proprietary, Ltd. 


7 Thid 
*FPxhibit N-76A at p. 232, 
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In exchange for a service charge of $150 per month plus out-of-pocket 
expenses, it was agreed that 

The association will make available to the group the use of this office as a clear- 
inghouse. This means that R. K. Martin will continue to act, In effect, as the agent 
of the group in dealing with NSP and will handle details of distributing orders 
and assisting in shipping arrangements as he has done during the past several 
months.! 
With regard to the Australasian Agreement itself, Memorandum No. 
349 indicated that— 


Quite apart from the above arrangements for handling NSP orders, this office 
will continue to act as trustee of the sales agreement made between the seven 
mills last June. This involved reports of all shipments to Australia and New 
Zealand and covers the whole Australasian market.? 

To facilitate carrying out the Australasian Agreement, R. K. Martin 
of the Association suggested monthly reports of total shipments and 
anticipated agency shipments to be supplied by the participating mills 
to the Association. The Newsprint Association of Canada would in 
turn send out “the usual monthly statement” to participating mills 
showing final figures of all Australian and New Zealand shipments for 
the prior month. 

The Association or its representatives also participated actively in 
formulating the price policies to be established for the Australian 
market under the Agreement. Thus, when the mills interested in 
Australasia met in January of 1939, it was Charles Vining’s theory— 
that we should not overload the willing horse and that it might be wise to make 
a gesture of a voluntary downward adjustment of our price in Australia.* 


As another account of this same meeting observed: 


Both the trustee and R. K. M. were strongly in favor of some downward 
revision to take effect immediately. When informed of the decision of the meeting 
the trustee (Mr. Vining) wished to be put on record as disagreeing with this 
policy and as being gravely concerned over what its effects might be in the future.‘ 


Later in the same year, A. B. Martin, vice president of Crown 
Zellerbach, called Dawe of Consolidated about the prices the associa- 
tion had suggested for 1-year contracts in Australia for 1940, saying: 

Arthur, I want to talk to you about the exchange of messages last week between 
Vancouver and Montreal over NAC-proposed Australian price for 1-year contracts 
next year.’ 

Memorandum No. 777 of the Newsprint Association of Canada 
dated November 6, 1941, reported the results of a meeting held in 
Montreal, where it was agreed, subject to the concurrence of the 
members absent, that— 

The upcharge for sheets in Australia and New Zealand should be revised from 
the present inadequate figure of 40 shillings to bring it into line with costs as 
reflected in the upcharge generally prevailing in other oversea markets. 

The same memorandum, addressed to the “Australian group,” con- 
cluded by directing the mills to notify agents that the price for sheets 
under the Australian l-year contract would be 17 pounds, 4 shillings, 
6 pence sterling per long ton; the upcharge for sheets under New 


1 Hearings, p. 1033. 
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Zealand 1-year contracts would be 65 shillings sterling per long ton; 
and that— 


No new long-term contracts terminating at or before the end of 1945 and based 
on the terms of the present 7-year contract can be accepted.® 


In 1946, Robert Fowler, president of the Newsprint Association of 
Canada, wrote to Dunstan of Newspaper Supplies Proprietary inform- 
ing him ‘of the percentage of tonnage to be provided by the new eight- 
mul group participating in the Australasian market. Comparisons 
of prospective Australian shipments with future sales by these com- 
panies in the United States were also made, taking as a base for the 
United States mill shipments in 1941. 

On February 20, 1947, H. C. Pim of Pacific Mills attended a meeting 
in Montreal at which were present representatives of all mills supplying 
newsprint to Australasia, along with “Messrs. Fowler, Vining, and 
Fallows of the Newsprint Association of Canada.’”’ Plans for future 
sales to Australia after the expiration of the Australasian Agreement 
were discussed. The meeting lasted all day and— 
it was left that Messrs. Fowler, Vining, and Fallows would collaborate in drawing 
up two drafts of the proposed contracts: 


1. The contract between individual mills and the sales company; and 
2. The contract between the sales company and the Australasian publishers.” 7 


On June 9, 1947, another meeting of those participating in Austra- 
lasian sales occurred with eight mills represented. During this 
gathering “‘Mr. Fowler was in the chair; also present were Messrs. 
Vining and Fallows.” ® 

In 1944, in writing about an Australian buyer who contemplated 
purchasing tonnage from a mill not included in the Australasian 
arrangement, Noel Bowater also had occasion to refer to the policies 
of NEMAC. Wrote Bowater to Weimar Cross of the Bowater Paper 
Co. in New York: 


I have, for example, a cable from Hughes that the Consolidated Press are 
considering purchasing 50 percent of their tonnage for the period 1946-48, which 
they now buy from the NEMAC group, from ‘‘an outside Canadian mill,” and 
one’s thoughts at once turn to the Montmorency outfit, either Quebee or AND. 
Are these people going to play ball or have we got to contend with them in over- 
seas markets independently of NEMAC, because in the latter event there will be 
chaos again and the ‘outside mill’? would be an excuse for tearing up any ton- 
nage arrangements or assurances that might have been made.® 


Recognizing the function of NEMAC in the export markets, 
Bowater requested Sheldon of Carmichael, the agent for Consolidated 
and Pacific Mills in Australia, to convey his sentiments for coopera- 
tion when Bowater’s undertook to sell Australia from the Corner 
Brook Mill. Thus Sheldon wrote to Dawe of Consolidated on 
September 15, 1939, that— 


Captain Bowater informed me that he anticipated they would not get a permit 
to ship newsprint out of Great Britain, but their plan was to offer their export 
friends, especially Australia, new sprint from Newfoundland on the same conditions 
and prices as the Canadian mills were offering. He asked me a to 
put these views before you so that it would get to NEMAC. This I am doing 
and hence this letter to you.!° 


6 Exhibit N-109, p. 374, 
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§ Exhibit N-343, p. 821. 
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Knowledge ef the plans of Bowater must have reached NEMAC 
or its officers, for on November 2, 1939, Martin of the Association 
wired Pim of Pacifie Mills that he had advised Bowater of the Ca- 
nadian decision relating to l-vear prices in Australia because it was 
highly important to keep them in line in the Australian market.” 


vhule a great deal of the \ssor lation’s attention has be eh dire cted 


toward formulating policies for the Australasian market, this has been 
only one phase of its ms ny activities. Noel Bowater, Vriting to 


A. B. Mever about sales to India in 1942, touched on the general 
activities of NEMAC with respect to other areas as follows: 


Phere is one point in connection with our period contracts for India which I 


would be glad if you would bear in mind in connection with the Canadians’ pro- 


po ed new export set-up, al d that is that the price, terms, and conditions are 
tiry ; 


based on these at the time in force by the group of Canadian mills associated as 
NEMAC. If this new Canadian organization is going to continue as NE MAC or 
as a branch of NEMAC, we have nothing to worry about; but, if it is to be some- 
thing entirely separate and NE MAC is no longer going to function in the matter 
of expounding export prices and conditions of sale, then we would need to get 


this clause in our period contracts altered in order to tie our customers up with 
the prices and sale conditions of the new organization.” 


Meyer hastily reassured Noel Bowater of the small likelihood that 
any new organization for sales to India would not be associated in 
some way with NEMAC. Replied Meyer: 

I do not think you have anything to worry about, because the new Canadian 
organization, I am sure, would be a branch of NEMAC,.% 

Notice should also be taken of other pursuits of the Newsprint As- 
sociation of Canada. The proposed Latin American plan for 1941-42 
was drawn up by none other than R. K. Martin, who was at that time 
emploved by the Association. Subsequently, Martin conferred with 
Doane of International about the arrangement and sent the written 
plan to him under a covering letter bearing the letterhead of the 
Newsprint Association of Canada. 

Newsprint Association of Canada, Memorandum No. 339, written 
in 1939, was addressed to “All Canadian Newsprint Companies” 
and concerned the subject: “Protection of Resale Price in Sales to 
Merchants.’”” This memorandum recommended a policy of resale 
price maintenance and read as follows: 

When a manufacturer sells tonnage through a merchant or other middleman 

| 


there is a risk, in some cases, that the middleman will split his commission with 


the consumer to the damage of the manufacturer’s market position. This risk 
is obviously greater when 5-percent commission is paid. 

A number of Canadian manufacturers effectively protect themselves in this 
respect by stipulating in their contracts with middlemen that the resale price 
shall not be less than their full delivered price for the destination in question. 

An example of this method of protection is attached in the form of two clauses 
used by one of the large Canadian companies in their merchant contracts. 

It is recommended that vou note these clauses carefully. If you wish further 
information, please advise this office." 


At one time, at least, the Newsprint Association of Canada pre- 
served an air of legal propriety by disassociating itself from allocating 
tonnage and price re culation I transferring certain of its operations to 
the firm of Stephenson and Kellogg. The purposes and effects of 
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this arrangement are described in the memorandum that Erie Alqvist 
sent to the executive committee of Scannews in 1938: 


NEMAC has transferred certain of its regions to a cooperating enterprise 


pl ; 
Messrs. Stephenson & Kellogg, with offices adjoining NEMAC’s own. This 
enterprise, which deals with industrial statisties, industrial costs, the calculation 
of interests, limitation of quotas, ete., is American and has its principal activity 
in the U1 ited mtates. It i ibstantial in size and has anc oo ally for 
newsprint a branch office in Montreal, which is headed by Mr. Kellogg (not 


to be e wile d with R. 8S. Kellogg, of the Seales Service screias New York). 
Stephenson & Wellogg handle ail the statisties for NE MAC, which are consider- 


able, and, furthermore, has determined the indix idual cay pacity of spr cifie plants, 
establishing its operation, and through that quotas, including current control 
over same. 


rhe firm’s most important responsibility is, meanwhile, the technical side of 
the quota division, and to that end the necessary control of the industrv’s sales, 
shipping, and production capacity, over which control is exercised in specific 
plants through their sales representatives. 

The firm works officially in an independent capacity and in its own name and 
operates, according to what I have learned, direetly under Mr. Vining in questions 
which concern newsprint. 

NI \I A ¢ has chos on this WAy of ak aling with some of its responsibilities in 
various enterprises. On the one hand, an impartial technical middleman was 
needed to establish the industry’s quotas; on the other hand, statisties in greater 
detail were desired; and, finally, NIE MAC ean, if necessary, establish formally 


that it is not engaged in establishing quotas for the purpose of affecting indirectly 


the price structure. 

It was apparently pursuant to this arrangement that in March of 
1938 Stephenson & Kellogg asked Abitibi and other mills to make an 
independent estimate of the amount of newsprint tonnage which the 
mills expected to ship during the balance of the year based on an 
opinion as to what total volume would be both by month and by 
markets. Paul Kellogg of this firm was subsequently appointed 
trustee of the Australasian Agreement. 


SCANNEWS AND THE SCANDINAVIAN PAPER CARTEL 


For many vears, the Scandinavian countries have been a strong 
auxiliary and supplementary source of newsprint for United States 
consumers. While postwar imports from these nations have generally 
not attained prewar levels, nevertheless substantial quantities of news- 
print in recent as well as in past years have been imported from Fin- 
land, Sweden, and Norway. Of these countries, Finland has been the 
most prodigious and consistent United States supplier, furnishing 
almost 150,000 tons of newsprint annually to American newspapers 
during the vears 1949 and 1950. Lesser amounts have come from 
Norway and Sweden, which have recently had to supply, in large part, 
the needs of many countries unable to purchase newsprint from 
Canada because of exchange difficulties. Nevertheless, as recently 
as 1948, more than 100,000 tons of newsprint were imported by the 
United States from these two countries together. 

Paper mills in all the Scandinavian countries have organized various 
associations for different paper products which are exported to other 
markets of the world. These associations make agreements relating 
to price, production, terms of sale, and trade practices, or, in other 
words, function as international cartels. As the State Department in- 
formed the subcommittee: 

It is generally acknowledged that the Scandinavian paper industry is organized 
on eartel li It 
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Foremost among the cartel groups of the Scandinavian paper in- 
dustry are the so- called Scan organizations, which consist of asso- 
ciations of producers for specific paper products. Thus, Scankraft 
is an association of kraft-paper makers in Sweden, Finland, and 
Norway; Scansulfit is an association of Scandinavian sulfite manu- 
facturers producing sulfite paper; Scannews is similarly an organiza- 
tion of newsprint produc ers located in Norway, Sweden, and Finland. 
Scanfin, Scanpapp, Scangreaseproof, and Scanpergamyn are associa- 
tions of producers of fine paper, paperboard, and greaseproof papers, 
and glazed transparent papers, respectively. 

Prior to 1946, the Scan organizations made no attempt to dis- 
tinguish between United States markets and other paper markets in 
the world. Consequently, agreements among producers were as 
applicable to the United States as they were to other countries. 
Price lists published by Scankraft, for example, included the United 
States of America, and covered some 2,000 to 7,000 tons of kraft 
paper which were shipped annually to the United States by members 
of this organization prior to World War II. When Scansulfit was 
formed in 1938, prices for small amounts of sulfite wrapping paper 
shipped by members to the United States were fixed at prevailing 
domestic prices. 

The various Scan organizations have reportedly lifted price and 
other restrictions applying to the United States market since 1946. 
Nevertheless, while recent price lists of Scanpergamyn, Scankraft, 
Scangreaseproof, Scanfin, and Scansulfit in possession of the sub- 
committee do not include the United States by their terms, several of 
the price lists do specifically e mbrace the Puerto Rican market. Thus, 
in Scanpergamyn price list KP-13 for June 12, 1950, extras per ton 
for shipment to San Juan, oie iin. are $1.90 United States funds. 
Puerto Rico is included in the June 12, 1950, price list of Scangrease- 
proof; the May 6, 1950, price list of Seanfin; and in the Scansulfit 
price list of June 5, 1950, terms of payment for sales through exporters 
are— 

Cash against documents; less 2 percent for Cuba, Bermudas, Jamaica, Puerto 
Rico, and the other West Indian Islands.!7 

Scankraft issued instructions to its members in 1946 lifting restric- 
tions on the sale of paper intended for consumption in the United 
States but at the same time advised of several policies regarding United 
States sales which were to be carried out. Thus, in order to prevent 
reexport of paper exported to the United States, sales could be made 
by members only to so-called “authorized exporters” or directly to 
United States firms. Members were directed that, when selling 
to United States concerns, prices must be quoted to include the 
American import duty, and “authorized exporters’’ were required to 
prove that paper sold was to a specified firm in the United States at 
prices which included the import duty. At the same time, members 
were told— 
to check, in the most efficient manner, that the goods are actually consumed in 


the United States and that they are not reexported; members were also ordered 
to impose a similar obligation on exporters to whom the goods were sold.!8 
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Scankraft informed its member mills at the time of this decision that 
increased American imports from Scandinavia might permit greater 
exports of American paper which might have— 

undesirable effects on the prices in the other important export markets of the 
Scandinavian paper industry. 

Some of the Scan organizations have achieved international alli- 
ances with representatives of the paper industry in other countries. 
Thus, Scankraft formed an entente with the British kraft-paper 
industry and large British purchasing organizations. And Scan- 
grease proof cooperated with the German, Dutch, and Belgian indus- 
tries in fixing prices for greaseproof paper. An effort was at one time 
made by one Scandinavian firm to contact Mr. Gunnar Olsen, export 
sales manager of the Southern Kraft Division of International Paper 
Co.— 


with a view to coming to an arrangement about the export prices for Kraft liner 
boards.'* 


How the Scan organizations today function throughout many of 
the markets of the world is reflected in correspondence between 
United States agents of members of the Scan cartels and their princi- 
pals. Thus, Erik Serlachius of the Finnish Paper Mills’ Association 
wrote J. D. Coffin, president of Madden, Reeve Angel & Co., in Feb- 
ruary of 1949, that— 

The pulp and paper market is very unsettled and no doubt we must sooner or 

later cut our prices also for paper and board. We think, however, that there is no 
reason to do so before we know how low pulp prices are going. I am, therefore, 
trying to persuade the Swedes and Norwegians not to cut the prices of the Scan 
organizations until futher. 
Holger Nysten of the Finnish Paper Mills’ Association subsequently 
informed James Madden of the Jay Madden Corp. of the results of 
the 1949 Scan conferences. Wrote Nysten to Madden on February 
16, 1949: 

Until last week our prices have been maintained (I mean department IT qualities 
on all markets except U.S. A.) but, of course, artificially through the Scan organiza- 
tions. * * * Last week we had a number of meetings in Stockholm with the 
various Scan organizations. Our colleagues were decidedly in for substantial 
reductions in price and we, being in a minority, were definitely outvoted. The 
result was reductions in price of about £6 for general kraft paper, £7 for sack 
paper, £6 for sulfites and caps, £7 for greaseproofs, and £3 to £5 for printings 
and writings. The Swedes and Norwegians wanted still bigger cuts, but this was 
a compromise.?! 

One week later, Madden replied to Nysten thanking him for the 
complete picture of Scan prices conveyed in his letter of the prior 
week and expressing regrets that market conditions prevented him 
from giving a detailed picture of prices in the United States. 

Other recent activities of the Scan organizations were noted in a 
memorandum submitted to the subcommittee by the Department of 
State which described meetings among Scandinavian producers 
belonging to the Scan cartels. ‘This memorandum stated in part: 

Press reports during 1948 indicate that meetings were held in Stockholm of 
various Scan cartels. One session was attended by the heads of the newsprint, 


board, and pulp organizations from Sweden, Norway, and Finland. Meetings 
were also held in July of 1949 by fifty-odd manufacturers from Norway, Sweden, 
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and Finland. Scankraft met and discussed a reduction in price in the kraft- 
paper field. Scangreaseproof members also held discussions as did Scansulfit 
and Seanfin members.” 


If nothing else, the many references to the Scan a appearing 


in corre spondence e and in official governmental memoranda depict a 
great deal of price fixing, as well as other concerted action, for many 
markets of the world among Scandinavian paper producers. Although 
any attempts to affect the United States market have been disclaimed 
by spokesmen for the Scan organizations, that united action on the 
part of numerous producers for many markets of the world, including 
Puerto Rico, could fail have repercussions in the United States is 
unlikely. 

James Madden, a member of the firm representing the Finnish 
Paper Mills’ Association in the United States, was apparently 
cognizant of the effects of the various Scan associations’ policies 
upon the United States when he wrote to Anders Segercrantz of the 
Finnish Paper Mills’ Association as recently as February 14, 1950, 
as follows: 


J haven’t as yet heard anything from Albert regarding the re sults of the SCAN 
meetings, and I presume you shoved the price s up through the ceiling again which 
means we will fall even further behind in this race 


as far as the second quarter 
is concerned. 


Counsel questioned Frank Jepson of Madden, Reeve Angel & Co. 
regarding the above-quoted portion of Madden’s letter insofar as it 
suggested the impact of Scan cartel policies upon the domestic market. 
“The American market is affected by what the Sean organization 
does, is it not?’”’ was his question. ‘It could be if the tonnage went 
through the ceding,” Jepson admitted. ‘They 
Finland worse than any country I know.’’* 

The Sean organization comprised of manufacturers of newsprint 
paper is called Seannews. Whereas Scannews is intimately concerned 
with establishing world-wide newsprint prices for Scandinavian news- 
print mills, it nevertheless, according to obtainable information, pub- 
lishes no newsprint price lists. Scannews also differs from other Scan 
organizations tn another manner. While penalties are imposed upon 
members of the other Scan cartels who fail to abide by the minimum 
prices established by these associations, Scannews prices are not obli- 
gatory upon those mills which have agreed upon or discussed them. 
This was explained to the subcommittee by David Errol, a former 
employee of the Finnish Paper Mills’ Association who stated: 

Seannews is an organization set up on the same lines as Scankraft; but to my 
knowledge the difference between Scannews and Scankraft is that the prices of 


Seankraft are obligatory, and if a member violates the ,price regulations, 
liable to a fine; whereas, Scannews is on another basis * * *,2 


need the exchange in 


he is 


A general description of the activities of Scannews is afforded in a 
memorandum of the State Department previously referred to. The 
Department briefly summarized the organization and the functions of 
Scannews as follows: 


In 1935 newsprint manufacturers formed a Scandinavian-Finnish organization 
concerned with export markets. As mentioned above, a publication of the Fin- 
nish Paper Mills Association reported that Scannews fixed prices, limited produc- 
tion, and divided markets. However, with the outbreak of World War II these 
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arrangements were discontinued. At the present time our reports indicate that 
the organization is concerned with pricing policy.” 

Information as to how arrangements among Scandinavian newsprint 
producers affect the United States market either directly or indirectly 
is contained in recent correspondence obtained by the subcommittee. 
In October of 1949 the Union Paper Co., a newsprint manufacturer in 
Oslo, wrote to their agents in this country that— 
ao aes Scandinavian mills should try to push into the States tonnage which 
is not actually required, and this at the detriment of the Canadian and United 
States newsprint makers, I am just wondering what the Canadians’ price would be. 
I must say it would be a most unbusinesslike risk to take, and I simply dare not 
do it.?? 

In November of 1949 Union Paper Co. again wrote to their agents, 
Pagel, Horton & Co., remarking about the price of Scandinavian 
newsprint in the United States. 

I can assure you— 
said the writer— 
that Mr. Blake’s remarks about Scandinavian offers at $87.50 must be wrong. 
The Scandinavian manufacturers are most anxious not to cut prices in United 
States of America. On one hand we are desperately short of dollars, but on the 


other hand we find it would be a very short-sighted policy if we were to tease the 
Canadian manufacturers on their home ground.?8 


Price activities of Scannews relating directly to the United States 
market are referred to ia a letter written by Frank Jepson to Louis 
Rain as recently as September of 1949 in which he stated the following: 

The repercussions from devaluation are becoming more and more evident, as 
various offers from the ‘‘dogs and eats’ in Scandinavia are now flooding the 
market again. Last week Parsons & Whitmore sent out a form letter offering 
Skonvik tonnage, 600 tons monthly through the balance of the year, at $87.50 
c. i. f. east coast ports. Sumelius cabled Seannews about this offer and today 
received a reply that the quotation was not authorized by the mill and they 
would only accept the Canadian price.** 

In 1938 Erik Alqvist, an emissary of Scannews, arrived in North 
America from Scandinavia after receiving “from Mr. Vining a personal 
invitation to visit Canada.” During his visit, Alqvist obtained a 
first-hand knowledge of the functioning of the Newsprint Association 
of Canada and his descriptions of this association have been referred 
to previously at considerable length. 

Besides conveying to his employers in Scandinavia a comprehensive 
outline of the activities of the Newsprint Association of Canada, other- 
wise referred to as NEMAC, Alqvist also referred to suggested propos- 
als for international cooperation between NEMAC and Scannews 
which had been the subject of discussion between himself and Charles 
Vining, then president of the Newsprint Association of Canada. bn 
writing to the executive committee of Scannews, the first item of 
consideration mentioned by Alqvist was the subject of sales by 
Scandinavian companies to the Great Lakes area. This, as Alqvist 
noted, was not a difficulty of recent origin, for— 
individual members have already for some time had the thought or shown the dis- 


position to sell there and, in one specific case, after representations from Canada 
have refrained from continuing with purchases which had already begun 
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Nevertheless, the Canadians felt ‘‘disturbed about 1939” and ex- 
pressed great concern over Scandinavian sales to that area. 

How the fears of the Canadians about competition by Scandinavian 
sellers in the Great Lakes region were quieted is disclosed in the 
following passage quoted from Alqvist’s memorandum to the executive 

eS 'S 1 
committee of Scannews: 

The discussion which I had with Mr. Vining and the individual members [of 
the association] caused me to telegraph home recommending the end of sales of 
Great Lakes, which conclusion I had reached after thinking it over well, being 
fully aware of the responsibility I had assumed in recommending the termination 
of sales in a free market. * * * Further, | had the opportunity to convey 
Mr. Vining’s proposal for a limited northern sales to Great Lakes, namely: 4,000 
tons to two newspapers in Cleveland; 3,000 tons to a newspaper in Detroit.*® 

In addition to the arrangement tendered to Scannews by Mr. 
Vining whereby Scandinavia would be allotted a fixed quota of 7,000 
tons in the Great Lakes area, further discussions relating to Scannews 
sales to this region of the United States occurred in New York. These 
were related by Alqvist as follows: 

When, meanwhile, certain members who were meeting in New York asked me 
the question if a doubling of the quantity, or 14,000 tons, by the Canadians 
could be regarded as too large, I considered myself able to support this idea 
precisely, because I had not made any effort to establish the right to a larger 
sale than 7,000 tons.*! 

Sales to the Great Lakes region was only a minor feature in the 
over-all arrangements discussed during the visit to Canada of the 
Scannews envoy in 1938. “It was very clear that the individual 
members within NEMAC envisioned an agreement between ,their 
organization and ours,’’ Alqvist reported to his executive comnfittee. 
The nature of Canadian expectations was disclosed when Alqvist 
delineated the main features of an international compact offered by 
Charles Vining in which: 


1. SCANNEWS agrees to limit its sales to the United States for the year ----- 


WO. «. conan Sahib ene 
Canada agrees to limit its sales to Latin America for the year _______- to 
tons. 


ScANNEWS agrees not to sell in Australia or New Zealand. 

SCANNEWS agrees not to sell in South Africa. 

Canada agrees not to sell in Europe (that is, with the exception of the United 
Kingdom and Ireland). 

6. Canada agrees not to sell in North Africa, Mediterranean, and British India 

7 


ooo 


(eventual other markets). 
. The agreement is to be tentative and for 1 year.33 


The proposed agreement, Alqvist explained, ‘can best be character- 
ized as a gentleman’s agreement, and naturally will have no publicity.” 
He assured the executives of Scannews, however, that “Canada can, 
thtough Mr. Vining and a few representatives of the industry, reach 
a binding agreement of the above sort.” 

Whether the above arrangement or any subsequent agreements 
between Scandinavian and North American newsprint producers ever 
materialized the subcommittee has no knowledge. It can only point 
to the efforts over a period of years to achieve an ultimate rapproche- 
ment between newsprint manufacturers on two continents. 


3° Exhibit N-76A at p. 234. 
31 Tbid. 
82 Exhibit N-76A at p. 236. 
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As early as 1930, the American Newspaper Publishers Association 
reported in a monthly bulletin that— 


A recent meeting of European and Canadian manufacturers in Montreal has 

been followed by an effort which is said to be progressing with promising outlook 
looking toward bringing about an early understanding of European mills to 
discontinue further shipments of newsprint into this country. 
In May of 1938 Pim of Pacific Mills wrote to R. A. McDonald of 
Crown Zellerbach about recent endeavors to obtain a price arrange- 
ment with the Scandinavians relating to sales of newsprint to Japan. 
“With the above decision,’ Pim wrote, ‘‘we also couple our current 
efforts to do something through Dr. Jahn with the Scandinavian mills. 
We attach copy of another cable sent to him on the 26th, still with 
the hope that he may be able to do something along the line of having 
these people maintain a minimum price of £12.10.0.” * 

Finally, one must note the parleys between Alqvist and Vining 
preceding World War II relating to international cooperation in sales 
to the Great Lakes region of the United States and in newsprint 
markets throughout the world. Lest these endeavors be dismissed 
because of the passage of time, heed should be paid to the final 
thoughts that Alqvist communicated to the executive committee of 
Scannews in 1938: 

As a final answer to the Canadian proposals for cooperation, and the objectives 
laid before us, I should like to say that even if it is impossible for us now or in the 
near future to find any solution for the problems which lie in the way of common 
northern cooperation, we should not unconditionally hold ourselves aloof from 
Canadian proposals; and in spite of the uncertainty in our own struggle we should 


maintain contacts with the Canadians, constantly looking forward to an eventual 
decision.*® 


THE NEWSPRINT SERVICE BUREAU AND STATISTICAL INTERCHANGES 


Complementary to, but not comparable with, the Newsprint Asso- 
ciation of Canada is a trade association in the United States entitled 
the ““Newsprint Service Bureau.” ‘This organization was established 
in 1918 and formerly had as members both Canadian and United 
States paper mills which together contributed to the upkeep of the 
organization. Since 1948, however, actual membership in the bureau 
has been limited to domestic companies. At present holding mem- 
bership in the bureau are St. Croix, Pejepscot, Southland, Crown 
Zellerbach, and Publishers’ Paper Co. Great Northern Paper, while 
not officially a member, has, since 1948, made contributions toward 
maintenance of the bureau’s statistical services. 

While the Newsprint Service Bureau undertakes to perform various 
functions of a statistical or technical nature, two of its most important 
activities are listed by the bureau as follows: 

“To collect, compile, and distribute world statistics relative to 
production, shipments, storage, imports, exports, and consumption of 
newsprint.” 

2. “To collect, compile, and distribute conversion cost data relative 
to the conversion costs of (1) Groundwood pulp, (2) sulfite pulp, (3) 
unfinished newsprint rolls.”’ 

Insofar as its statistical program is concerned, the bureau receives 
and distributes statistics relative to production, shipments, and mill 





33 Cited in Hearings, p. 146. 
4 Hearings, p. 1017. 
% Exhibit N-76A at p. 238, 
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stocks from all ten companies manufacturing newsprint in the United 
States. From the Newsprint Association of Canada, the Bureau col- 
lects comparable data pertaining to Canadian mills which in turn are 
combined with American figures in order to secure statistical coverage 
for the entire North American Continent. 
The Newsprint Service Bureau does distribute the compined North American 
data direct to all Canadian newsprint manufacturers in accordance with an agree- 
ment with the Newsprint Association of Canada.** 
For these and other services, the Newsprint Association of Canada has 
agreed to reimburse the Bureau a sum of $12,000 a year. 

The extent of the Newsprint Service Bureau’s statistical program 
during its existence has been set “y in memo No. 1638 of the News- 


print Associ iation of Canada dated January 15, 1948, in which it was 
observed that 


the Association and the Newsprint Service Bureau will cooperate in the continu- 
ance of the 100-pereent record of North American newsprint statistics which has 
been invaluable during the past 30 vears.*? 

The Newsprint Service Bureau also has amicable relations with 
Scannews, an organization whose activities have been previously 
described at considerable length. In exchange for North American 
statistics relating to newsprint production, shipments, and stocks, 
Scannews supplies the bureau with monthly newsprint export statis- 
ties from Norway, Sweden, and Finland. 

Another phase of the Bureau’s activities, that of collecting and dis- 
seminating conversion cost and efficiency operating information, is 
important. While in collating newsprint statistical information 
relating to production, shipments, and inventory, individual firm 
names are not divulged and data are compiled on an industry basis, 
the Newsprint Service Bureau serves as a medium for direct inter- 
change of conversion cost and efficiency reports on a company basis 
among many newsprint producing concerns. 

In the Newsprint Service Bureau’s program for exchanging con- 
version cost data for groundwood pulp, suifite pulp, and unfinished 
newsprint rolls, the following mills send and receive from the Associa- 
tion information relating to individual mill costs for these operations: 
St. Lawrence Paper Mills, Ltd., Ontario Paper Co., Anglo-Canadian 
Pulp & Paper Mills, Bowater’s Newfoundland Pulp & Paper Mills, 
Pacific Mills, Ltd., E. B. Eddy Co., — St. John Power & Paper Co., 
Austr: ali an Ne¢ wsprint Mills, Ltd., Crown Zellerbach Corp., and Pub- 
lishe rs’ Pape r Co. 

Comparative operating reports are received from and dispensed to 
numerous mills revealing operating hours, machine efficiency, and 
other aspects of production. A typical example of a condensed 
tabulation of this information on a company basis supplied by the 


Bureau to those concerns submitting comparative operating reports 
immediately follows: 


% Exhibits, p. 1017 


37 Cited in Exhibits, p. 1018. 
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Paper mill comparative operating reports (condensed monthly statement) issued 
Oct. 28, 1949, for month of Se ple mber 1949 





Pounds - 

Time _ | -a- | Plant | Actual; per | Total | Mois- | Steam 

Company oper- whee wef. oner- | basis inch fur ture in| , oan 

ating, |, ee eh i nee ation, weight, trim, | 1 ish, | pape r, ea. 

percent percent percent pounds . zs ; percent | percent -- snl 

pounds 

B. St. Lawrence 99.5 1.2 94.0 92. 4 32.0 1, 425 101.9 7.5 5, 731 
C,. St. Croix.! 

KE. On 0 YY. 4 4. 3. A 8S 52 1,392 101.9 8.1 7, 071 

G. Don i 97.6 8.9 &Y 79.4 1,324 101.4 oan &, 007 

I. Lake St. Joh 98.7 2.8 »¢ RRR 1, 457 100.9 &.] 5 515 

J. E. B. Eddy 99.8 2.7 94. 91.3 1, 365 102.0 8. 5 7, 858 

K. Publishers 110.6 4.3 91.3 97.1 1, 192 101.1 7.9 850 

O. Anglo-Canadian 95.0 2.3 94.7 87.8 1, 591 101.8 R. 1 2 ) 

T. Australian News Mills 100. 0 6 83.5 R3. 0 1, 153 100. 0 6.0 7, 330 

U-1. West Linn 111.7 2.6 86.9 94.8 1, 16 104.9 7.8 7, 533 

U-2. Port Angeles 105. 7 1.7 90.3 93.9 1, 571 104.8 7.5 6, 641 

V. Pacifie Millis 107.6 1 95 101.3 1, 456 102.9 7.4 , 624 

X. Pejepscot 100.0 1.6 91.4 89.9 R55 102.5 7.4 7, 247 

Y. Bowater’s Nfid YS. 8 2.9 91.7 8S. 0 1,513 101.9 7. , 599 

Z. Great Lakes ; 100.0 1.3 94.0 92.8 1, 721 100. 2 aad 7, 109 

Average . 101.7 2.8 91.6 90. 6 32. 1 1,370 102, 0 tot 6, 973 

High : 111.7 8.9 95.3 101.3 32.8 1, 721 104.9 8.5 8, O07 

Low 95.0 .6 83.5 79.4 31.8 55 100. 0 6.0 5, 515 


! Report unavoidably delayed. 
2 Drying steam only 


A special situation relative to cost exchange practices exists on the 
west coast. There, Crown Zellerbach, which participates actively in 
the intercorporate cost exchange as well as the statistical program of 
the Newsprint Service Bureau, is currently engaged in exchanging cost 
figures with its principal competitor in that area, Powell River. To 
Powell River, Zellerbach sends its water costs, its power costs, both 
electric and steam, wood-mill costs, pulp log inventory and chipping 
costs, groundwood costs, sulfite costs, wet-machine costs, pulp-piling 
costs, pulp-reclaiming costs, beater costs, Jordan costs, and paper- 
machine costs by individual machine, all illuminated in complete detail. 
Substantially similar figures are furnished to Crown Zellerbach by 
Powell River. 

After the above interchange, there remain few cost factors which 
have not been fully disclosed to each other by these two competing 
concerns. Administrative expenses, selling expenses, both minor 
items, are not computed. Transportation costs charged by public 
carriers are readily available from other sources. From the figures 
disclosed, it is relatively easy to derive the rate of operations, monthly 
and annual production, and efficiency of competitive newsprint mills. 


THE CANADIAN BORDER-—AN ARTIFICIAL BARRIER 


How newsprint producers have utilized the Canadian border in an 
endeavor to avoid the necessity of complying with the antitrust laws 
as well as other legal responsibilities attaching to all interstate trade 
and commerce in the United States is one of the most serious situations 
uncovered by the investigations of this subcommittee. 
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John Perry, president of the Western Newspaper Union, who had 

assisted the Attorney General in the investigation which led to the 
1918 indictment previously referred to, discussed the problem of 
obtaining evidence of antitrust violations of ne wsprint companies 
incorporated in Canada. He stated that some time after that indict- 
ment, a vice president of International Paper Sales Corp. had admitted 
an intention to remove records across the Canadian border in order 
to frustrate future investigations by the Antitrust Division of the 
Department of Justice. According to Perry, Mr. Joe Fearing had 
informed him— 
that the Government had gotten the goods on them before, but they would never 
do it again because they were all going to move their records from New York into 
Canada, and that America would never be able to get the records necessary to 
prove any case against them again.*? 

Whether pursuant to this conversation or not, International Paper 
Sales Co., which had been organized as a New York corporation in 

1929, was reconstituted as a Quebec corporation in 1938. Its Mont- 
real office began functioning on September 6 of that vear, and on 
September 12, salesmen were directed to address all mail to Crooker 
and Doane in Montreal and to “discontinue sending any copies of 
such letters to New York.” 

In June of 1939, Doane dispatched a letter to the salesmen of the 
different division offices of the International Paper Sales Co. enclosing 
a copy of a press release of the Department of Justice. This letter 
read as follows: 

Attached herewith is a copy of a release by the Department of Justice in con- 
nection with a proposed investigation of the newsprint industry, and you have, 
no doubt, seen references to this in the public press. 

If you receive any inquiries dealing with this situation, will you please refer 

same promptly to me.*! 
Little more than a month later, Doane again wrote to his sales force, 
this time directing an immediate separation of files of the International 
Paper Sales Oo. from those of International and indicating that the 
Sales Co. files were then being stored at Three Rivers in Canada. 

Partially as a result of these maneuvers, the Department of Justice, 
when in 1947 it sought to subpena documents relevant to its inves- 
tigation of the newsprint industry, was met by the claim on the part 
of the International Paper Co. ‘that the papers requested were in 
the custody of wholly owned subsidiaries, Canadian International and 
International Paper Sales Co., which were “foreign corporations,” 
and that none of these companies were doing business in the United 
States. 

The subcommittee was similarly rebuffed by the International 
Paper Co. When the subcommittee requested of International mem- 
oranda or letters covering meetings held in Montreal with respect to 
sales or contract provisions covering sales to India, International re- 
sponded that it had no such me ‘moranda or letters and had no knowl- 
edge whether any such documents were in the possession of Canadian 
International or its subsidiaries. ‘The subcommittee asked for a copy 
of the seven suppliers agreement together with exhibits, amendments, 
modifications, or continuations thereof. International complied with 
the request for the basic agreement but stated that “Copies of such 
exhibits thereto or amendments, modifications, or continuations there- 
of as exist are probably in the possession of Canadian International 





40 Hearings, p. 91. 
41 Exhibit N-182, p. 488. 
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Paper Co.” * When the subcommittee sought copies of contracts, 
memoranda, or letters about the Cuban market, International sent 
one letter and one memorandum and informed the sebcommittee that 
‘Other material may be in the files of Canadian International Paper 
Co. or its subsidiaries or in the files of American Paper Exports, Inc.” * 
In furnishing information respecting participation by International 
and its subsidiaries in certain trade associations, the company told 
the subcommittee that: 


It is believed that Canadian International Paper Co. and one of its subsidiaries 
in Canada have made payments to the Newsprint Association of Canada and the 
Canadian Pulp and Paper Association, but International Paper Co. has no in- 
formation as to the respective amounts (if any) paid to those two associations or 
to any of the other associations referred to.“ 


After the subcommittee’s hearings were closed, the Chairman en- 
deavored to obtain prices charged by International’s subsidiaries for 
newsprint sold in Canada pursuant to a request of Congressman 
McCulloch. Mr. Doane gave his best recollection of prices quoted 
during his tenure as president of International Paper Sales Co., but 
added that ‘‘We do not have detailed data in New York as to the 
contract prices for newsprint charged by our Canadian subsidiaries 
to Canadian papers during the past 5 years.””® The Chairman had 
received a similar answer when he requested essential information 
from International and its subsidiaries prior to the commencement 
of the subcommittee’s hearings. 

On June 21, 1950, the Chairman wrote John Hinman, president of 
International, a letter which included the following paragraphs: 


I have your letter of June 16, 1950, and I note also that your replies to certain 
of my questions make reference to the possibility that some of the material may 
be in the files of the Canadian International Paper Co. Specifically, you suggest 
this possibility, as I recall, in connection with the so-called seven suppliers agree- 
ment and as to contracts with respect to sales of newsprint in India. In addition, 
I refer you to such questions as were asked about the visit of Jorgen Haslum, or 
meetings with a representative of Scannews of the Finnish Paper Mills, or Scan- 
Kraft, or with Gosta Hall, or Holger Sumelius. It may be that information as to 
these matters may be in the files of Canadian Internationa!. I should add that 
information in my possession indicates that Mr. Doane was present at one con- 
ference or meeting with Mr. Gosta Hall. 

I believe it would not be fair to Canadian International not to forward my 
request to it, for I would not like to have the impression that the subcommittee 
was unable to obtain these materials, unless this were the case. Will you please, 
therefore, forward my original letter to you on to Canadian International, as a 
request to it, and also to International Paper Sales Co. 


The Chairman was favored by the following reply from Mr. Weaver, 
vice president of the company: 


DraR CONGRESSMAN CELLER: As Mr. Hinman advised you in his letter of June 
22, 1950, he forwarded on that day to Canadian Internationa! Paper Co. and 
International Paper Sales Co., Ine., copies of your letter of June 21, 1950. 

In the absence of Mr. Hinman, I am enclosing copies of the replies received, 
i. e., letter dated July 3, 1950, from the president of Canadian International 
Paper Co. to Mr. Hinman and letter of the same date from the president of 
International Paper Sales Co., Inc., to Mr. Hinman. 

Very truly yours, 
H. R. WEAVER, 
First Vice President, 





42 Exhibit N-202, p. 509. 
43 Exhibit N-203, p. 509. 
44 Exhibit N-206, p. 510. 
46 Exhibits, p. 984. 
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The two letters referred to in Mr. Weaver's response to the Chairman 
re flee et — manner in which the International Paper Co. and its sub- 
sidia = ave attempted to cooperate with a subcommittee authorized 
by the Congress of the United States to investigate matters within its 
[egitimate jurisdiction. These letters appear immediately below: 


Dear Mr. Hinman: The board of directors of this company met here this 
afternoon to deal with the request for information and documents whieh the 
Honorable Mr. Celler asked vou to send on to us. 

I did not attend this meeting but have reviewed the minutes of it, including 
the resolution adopted by the directors in respeet of Mr. Celler’s request. 

it appears from these minutes that counsel for the company attended the 
meeti to advise the board and that then, after discussion, it was resolved that 
the general policy of the company, in respeet of the safeguarding of company 
records, as laid down by resolutions of the board adopted early in 1947, should, 
in the interests of the company, be maintained, and that, therefore, this company 


1 


ent, or representative on its be- 
half, supply any documents, copies of documents, or extracts from documents, or 


should not, nor should any director, oflie 


give information of any kind or nature regarding the company’s property, busi- 
ness, dealings, or affairs, to Mr. Celler or his committee 








This resolution coneludes by directing me to write you to this effect 
Yours very truly, 


E. L. CrooKker. 


Drak Mr. Hinman: A special meeting of the board of directors was held here 
at noon today for the purpose of considering the requests of the Honorable 
Emanuel Celler for documents and information which you passed on to me by 
your letter of June 22 last. 

After taking the advice of counse! and due consideration, the board decided 
that no requests of this nature could properly be complied with by this company 
and directed me to advise you accordi 

Yours very truly, 
S. L. pe Carreret, President. 

The subcommittee was confronted by the same obstacles in eliciting 
information from other companies. Consolidated Paper Sales Co., a 
subsidiary of Consolidated Paper Corp. which sells and distributes the 
paper of its parent, did not have information as to the parent com- 
pany’s cost-and-profit margin for newsprint at its New York office. 
D. W. Shernian, commercial vice president, telephoned the general 
manager in Montreal who advised him that the company did not feel 
able to make its confidential cost-and-profit margin available to the 
subcommittee. Consolidated was another company approached by 
the chairman for information relating to Canadian newsprint prices 
which \Ir. MeCulloch had requested for the record. D. W. Sherman, 
of the Sales Co., replied to the chairman’s letter as follows: “In 
answer to your letter of October 13, please be advised that this office 
does not have the information you requested. Oe 

Further impediments confronting the subcommittee in obtaining 
competent knowledge regarding the operations of the newsprint 
industry were raised by a law of the Province of Ontario entitled 
“The Business Records Protection Act, 1947.” This legislation made 
it a criminal offense punishable by a year of imprisonment for any 
person to remove records from the Province of Ontario in “com- 
pliance with any requirement, order, direction, or subpena of any 
legislative, administr: ative, or judicial authority in any jurisdiction 
outside of Ontario * - 

All praise must be given to those Canadians, among them the Rev- 
erend Dr. B. C. Eckardt, pastor, First Church of Christ, London, 


4 Exhit I m1, 
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Ontario, and Rev. G. A. Peddie of London, Ontario, who braved the 
penalties of the Ontario statute in order to present valuable evidence 
to the subcommittee. Dr. Eckardt indicated that passage of this 
Provincial enactment had been pressured by interests in the Dominion 
desirous of frustrating this and other investigations of monopoly 
power in the newsprint industry. Dr. Eckardt told the subcommittee: 

I do not think that the people who brought the pressure to bear were thinking 
of the sovereignty of our King, our country, or anything else. I think they simply 
wanted not to present their books and records before this committee or any other 
committee, because I think it would look too much like a very strong monopoly.® 

That the subcommittee’s inquiry was in no way an attempt to 
impinge upon the sovereignty of another nation is beyond question. 
Last year, more than 4,740,000 tons of newsprint entered the stream 
of United States commerce from the Dominion of Canada. This 
was more than 90 percent of total Canadian production. Purchasers 
of this newsprint were located throughout the length and breadth of 
this country. Newsprint reached them largely by means of public 
carriers operated by American concerns. Manufacturers of the news- 
print were frequently mills owned or controlled by United States 
publishers or by subsidiaries of American corporations. Many Cana- 
dian companies had offices in New York or in other large cities located 
in the United States. Some owned warehouses in the United States 
which were used for storing newsprint. Some companies had large 
numbers of security-holders who were residents of the United States. 
In many cases, their securities were purchasable on American ex- 
changes. 

Moreover, there is evidence to indicate that some American interests 
have donned the cloak of foreign immunity in an endeavor to avoid 
the consequences. of the antitrust laws of this country. ‘Thus, the 
subcommittee’s record shows evidence linking the officials of large 
American concerns to many of the cooperative agreements and 
activities nominally involving only Canadian corporations. 

International Paper Co. and its Canadian subsidiaries have been 
the dominant factor in the newsprint industry; they have partic ipate d 
in the many activities of the Newsprint Association of Canada. They 
have been party to the Australasian agreement, as well as to agree- 
ments relating to the Mexican market, to Cuba, to Great Britain and 
Ireland. In its sale of the Newfoundland mill to Bowater’s, Inter- 
national exacted a covenant whereby for a period of years, the Bowater 
price of newsprint sold in the United States would not exceed that of 
International. 

Activities of its officials when working in Canada are likewise 
significant. It was Doane of International with whom Martin of 
the Newsprint Association of Canada discussed the proposed Latin- 
American plan which envisaged a territorial division of South and 
Central America as well as the West Indies. It was Doane of Inter- 
national, along with Cullen and Crooker, who attended a meeting 
of the overseas section of the Canadian group to discuss the market 
situation in India in the spring of 1942. At that meeting, ‘‘ Mr. 
Doane didn’t feel that the local agents had explained the Canadian 
position thoroughly to their customers and felt that some protection 
must be made to protect the Canadians’ interest after the war and 
could not see any way out of it except on a long-term contract. 
* * *7 4 Agreement was reached at the meeting on India as to 


“‘ Hearings, p. 434. 
“‘Exhibit N-117 at p. 382. 









































124 NEWSPRINT 


_the type of contract for agents and ‘it was proposed that Mr. Cullen, 
Doane, and Delderfield draw up a proposed plan for submission to all 
the interested parties.” °° 

Again it was Doane of International with whom Noel Bowater 
assumed that Meyer of Bowater Paper Co. would discuss arrange- 
ments for India. ‘TI take it you will be talking the whole situation 
over with Doane again,’”’ wrote Bowater to Meyer in March of 1942, 

“and would pe very interested to hear the views of both of you by 
early mail.’ ® 

Crooker of International was present at the meeting of mills par- 
ticipating in the Australasian agreement held in Montreal during the 
early part of 1939. Doane, Crooker, and Cullen attended a meeting 
of the same group on March 1, 1946. These or other representatives 
of International were present at other meetings of the Australasian 
group, and International itself is a current holder of stock in the sales 
company established by six newsprint companies to sell to the 
Australian market. 

Crown Zellerbach, another large American company, has _ par- 
ticipated in many arrangements with Canadian mills through its 
subsidiary, Pacific Mills. Crown Zellerbach owns 95 percent of the 
common shares and 86 percent of the preferred shares in this Canadian 
subsidiary. F.N. Youngman and Louis Bloch were for a number of 
years simultaneously on the boards of directors of both the parent and 
the subsidiary company. During the formation of many of the inter- 
national agreements among the Canadian mills in which Pacific Mills 
partic ipated, the president of Pacific Mills, Mr. A. B. Martin, was 
vice president of Crown Zellerbach Corp. Supplementing these ties 
Crown Zellerbach has had an advisory contract with it. subsidiary 
whereby Crown Zellerbach is consulted on the manufacturing and 
sales policies of the Canadian affiliate. 

In the operations of Pacific Mills in agreements with other Canadian 
concerns, it has been Crown Zellerbach which directed the actions of 
its foreign subsidiary. Thus, in relations between Pacific Mills and 
Powell River, Crown Ze llerbach ‘ ‘gave substantial advice as to the 
activities which Pacific and Powell were engaged in.’’*? The extent 
of the supervisory powers of Crown Zellerbach in the activities of 
Pacific Mills was indicated in a brief wire which R. A. McDonald 
sent to Youngman in 1938. “I was under impression we agreed all 
matters regarding newsprint would be referred to this office,” McDon- 
ald of Crown Zellerbach informed Youngman. “If I am correct in 
this,”’ he directed, ‘‘will you please advise Mr. Pim accordingly?’’® 

Mr. McDonald, executive vice president of Crown Zellerbac h, 
corroborated the substance of the telegram when questioned as follows 
by counsel: 


Mr. Levi. And, therefore, the transactions made by the Canadian corporation, 
Pacific Mills, with respect to newsprint, were to be referred to your office, is that 
right? 

Mr. McDonatp. Yes. They were to be reviewed by our office. 


Specific instances of Crown Zellerbach’s participation in arrange- 
ments in Canada appear in the record. Thus, before complying with a 
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request of the Newsprint Association of Canada to furnish statements 
of tonnage shipped pursuant to the Australasian agreement, Pacific 
Mills asked the approval of its parent, Crown Zellerbach. Notes cf 
the Australasian group meeting in March 1939, were ‘Undoubtedly 
* * * reviewed by Mr. Martin, who was a vice president of Crown 
Zellerbach, and some of the rest of us might have seen it.” In 1945, 
Pim of Pacific Mills wrote to McDonald of Crown Zellerbach regarding 
Pacific’s participation in the Australasian arrangements for 1946 and 
1947. 

A. B. Martin, vice president of Crown Zellerbach and _ likewise 
president of Pacific Mills, took a prominent part in determining the 
upcharge of the Australasian group for 1-year contracts in Australia 
for 1940. For example, Martin conversed by telephone from San 
Francisco with Dawe of Consolidated ‘about the exchange of messages 
last week between Vancouver and Montreal over NAC proposed 
Australian price for 1-year contracts next year.” °° ‘The question of 
Export Sales Co. dropping the Yomiuri contract ee which, in 1936, 
the entire policy of the Sales Co. in the Orient revolved, was referred 
to R. A. McDonald of Crown Zellerbach by F. N. Youngman with the 
urgent plea on the part of Youngman that ‘Would like to get cable 
away tonight and would appreciate your teletyping your decision as 

arly as possible today.” 

Also playing a role in the world-wide arrangements agreed upon by 
Canadian mills has been the Bowater Paper Co., a New ‘York corpora- 
tion which is the subsidiary of Bowaters Sales Co., Ltd., of England. 
The Bowater Paper Co. sold approximately 280,000 tons of newsprint 
in the United States in 1950 which had been manufactured at Corner 
Brook by Bowater’s Newfoundland Pulp & Paper Mills, Ltd. 

Officials of the Bowater Paper Co., specifically its president, A. B. 
Meyer and its vice president, Weimar Cross, have, in the past, acted 
as intermediaries between the parent company and other Canadian 
concerns as well as the Newsprint Association of Canada in coordi- 
nating prices, terms of payment, common contract forms, and tonnage 
arrangements relating to newsprint sold by Bowater’s Corner Brook 
mill. 

It was Cross who in 1945 was requested by Noel Bowater to find out 
from the Canadians if they intended to adhere to the “mutual arrange- 
ment” whereby Bowater’s prices and terms of payment were to be 
“kept in line’ with those of the Canadians. In discussing matters 
appertaining to the Indian market in 1942, Meyer promised to notify 
Noel Bowater immediately if the proposed Canadian export plan for 
India was not an adjunct of NEMAC. With regard to policies for 
this market, Noel Bowater assumed that Meyer would be ‘‘talking the 
whole situation over with Doane again.” In the spring of 1942, Cross 
forwarded to Noel Bowater a detailed description of events which 
transpired at a meeting among the Canadians relating to the Indian 
market and promised to transmit any official proposals which there- 
after should emerge from the discussions. 

Cross and Meyer discussed the possibility of an “outside mill” 
competing in Australia in 1944, and Cross informed Bowater that 
there didn’t appear to be much of an opportunity for a mill not party 
to Canadian arrangements to obtain Australian sales until 1948. 

4s Hearings, p. 1041. 


® Exhibit N-336, p. 815 
© Hearings, p. 1008. 
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The pattern of behavior disclosed by the discussion in this section 
reveals the strong interest on the part of American concerns in agree- 
ments among Canadian newsprint companies affecting many markets 
of the world. Nevertheless, these companies have not hesitated to 
take refuge behind the corporate veil and to claim separate identity 
for affiliates and subsidiaries. Even the plea of Canadian sovereignty 
has been invoked and evidence relating to the activities of these com- 
panies has been hidden behind the Canadian boundary. But the 
subcommittee can find little substance in these claims for exoneration 
from the laws of the United States. It agrees fully with the statement 
made by Mr. Keating, a member of the subcommittee, when he as 
indignantly: 

If these charges are true, and if the newsprint people can get away wit 
it sets up a wonderful pattern for other pe ple engage d in other lines of business 


to do the same thing if they can just go to Canada and hide their records, and we 
cannot get at them. 


IV. Conciusions AND RECOMMENDATIONS 


As though the handicaps already inveighing against a free press 
throughout the world were not sufficiently great, and the recent 
instance of La Prensa may be cited as only an example, the develop- 
ment of a free press to convey the premis« s of the democratic nations 
to world populations is further encumbered by a serious shortage of 
newsprint. Bri itain, Latin America, Europe, India, all are short of 
newsprint supplies. Newspapers in many countries have been 
drastically cut in size. Even in the United States, which consumes 


60 percent of the world’s newsprint supply, the country’s presses 
have been faced with a shortage which has existed with infrequent 


moderation for approximately a decade. Despite efforts of newsprint 
producers to combat the ‘‘black market,’ smaller papers in many 
instances have been forced to pay excessive prices for newsprint. 
It has been difficult for new papers during much of this time to come 
into existenc 

Shortages of newsprint may be expected to persist with varying 
degrees of intensity until new capacity has nae added. One factor 
deterring the investment of new capital has been the low price policies 
uniformly followed by members of the industry at the bilan of 
American publishers and other congressional committees. In main- 
taining a low price level, the industry has been aware of its conse- 
quences on new production, 

The manufacturers of newsprint in North America have, through 
the zone map and the zone system of selling in the United States, 
emploved 2 uniform delivered price system. Prices are and have 
been identical for practically all producers. Changes in prices occur 
simultaneously on the part of all sellers, and the phenomenon of price 


leadership is common. Contract provisions relating the prices charged 
by a seller to those of his competitors have also contributed to price 
uniformity. ee newsprint producers have in the past agreed 


upon prices to be charged for newsprint sold in the United States as 
well as in other countries, and the subcommittee has indirect evidence 
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of current price agreements, although it must be stated that this 
evidence is largely hearsay and much of it has either been contradicted 
or explained. 

Newsprint producers have attempted to stabilize price levels and 
have resisted price changes both in times of falling prices as well as 
in times of rising markets. 

The advent of the depression was an experience which the industry 
has never forgotten. Ever since the experience of the 1930’s, pro- 
ducers have feared more than anything else an excess of capacity with 
its consequent danger of overproduction. Stable prices, stable profits, 
and stable levels of production have been the goals for which the 
industry has striven. Various practices have been adopted to attain 
these ends. 

Long-term contracts have tended to restrict competition for cus- 
tomers and have been regarded by some as a franchise for the privilege 
of operating a sizable newspaper; end use restrictions have limited the 
use of newsprint after sale; resale price maintenance has occurred. 
These practices have been most evident in ea of intense shortage 
when producers were endeavoring to combat the black market. There 
have been instances where jobbers were prohibited from reexporting 
newsprint pursuant to Canadian law. 

orth American newsprint producers have blanketed many of the 
most important markets of the world with agreements relating to 
prices, terms of sale, and allocations of production. Agreements by 
newsprint manufacturers of one kind or another have durimg recent 
times been made for the markets of China, Japan, Korea, Manchukuo, 
India, South Africa, Mexico, Australia, New Zealand, Great Britain, 
Ireland, Cuba, and South Ame rica. Prices for many, if not all, of 
these markets have been based upon a formula derived from the New 
York City ] rice These foreign markets have frequently fared ill in 
their dealing with the organized actions of North American newsprint 
produce rs. 

Supervising activities of Canadian newsprint producers has been 
the Newsprint Association of Canada. This organization has been 
intimately connected with all the policies of newsprint manufac- 
turers including allocation of production, prices, terms of sale, contract 
provisions, and so forth. It has taken a prominent part in many agree- 
ments relating to foreign countries and has engaged in activities atfect- 
ing the commerce of the United States. 

While the newsprint industry in Canada, the world’s leading news- 
print producing country, has adopted common policies for almost all 
markets of the world, producers in Scandinavia, the world’s next most 
productive source of newsprint, have themselves organized into an 
international eartel. The Scandinavian organization is known as 
Scannews and is concerned with pricing policies of newsprint produc- 
ers. Endeavors to reach an international agreement between Scan- 
news and the Newsprint Association of Canada, otherwise known as 
NEMAC, have been made in the past. 

Whereas the United States was at one time self-sufficient insofar as 
the production of newsprint was concerned, it is now almost completely 
dependent on the Canadian newsprint industry. This does not reveal 
the whole story, however, for an important part of the Canadian 
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industry is comprised of subsidiaries of the United States corporations 
producing newsprint or mills owned or controlled by American pub- 
lishers. Capital from the United States has also gone into the 
financing of other segments of the industry located in Canada. 

De spite the fact that American interests are so closely linked with 
the Canadian industry and that 90 percent of Canadian production is 
shipped in the interstate commerce of the United States, the Canadian 
border has served as a convenient barrier to adequate investigation 
of the activities of newsprint companies. Canadian sovereignty has 
been invoked by producers when efforts were made by this subcom- 
mittee or other governmental agencies to obtain information relating 
to the interstate and foreign commerce of the United States in 
newsprint. 

Programs to relieve the newsprint shortage as well as to remove 
obstacles to competition are supplementary ‘to each other. Present 
laws may be utilized to curtail any improper concentration of econ- 
omic power. New production must be encouraged in order to assure 
long-range adequacy of newsprint supplies. Measures to fulfill these 
objectives will help to preserve a free press throughout the free world. 
Accordingly, the subcommittee makes the following recommendations: 


ANTITRUST MEASURES 


The antitrust laws of the United States are designed to protect 
domestic and foreign commerce of this country from all unreasonable 
restraints of trade or practices which in themselves monopolize or tend 
to monopolize such commerce. The subcommittee believes that it is 
important that the antitrust laws be vigorously enforced against 
Canadian as well : as American newsprint producers in order to protect 
the freedom of interstate and foreign commerce in newsprint and 
accordingly recommends the following: 


To the Department of Justice 


The subcommittee recommends that the Attorney General carefully 
consider the evidence which is summarized in this report. Evidence 
relating to possible agreements fixing prices and allocating markets, 
the perpetuation of the uniform delivered pricing system, and the 
effects of end use restrictions and long-term contracts should be care- 
fully studied. United States companies or their subsidiaries should 
not be permitted to participate by means of foreign subsidiaries in 
price and territorial arrangements through trade associations, foreign 
or domestic. The domestic and foreign commerce of the United States 
as well as potential competition in this country must be protected 
against any unreasonable restraints found to exist. 


To the Federal Trade Commission 


It is probable that the various technical programs of industry trade 
associations have tended to stabilize this industry. Accordingly, the 
subcommittee recommends that the Federal Trade Commission under- 

take a study of the statistical interchange between the Newsprint 
Service Bureau, the Newsprint Association of Canada, as well as 
Scannews, to determine if the arrangements among these associations 
have in the past restrained competition or tended to create monopoly 
power, or if it is likely that the continuation of such cooperation on a 
technical level may tend to lessen competition or tend to promote the 
growth of monopoly. The Commission should likewise inquire into 
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the exchange of detailed cost and efficiency data through the medium 
of one or all of these associations or between prospective competitors 
in the newsprint industry to determine the extent of this cooperation 
and whether it may tend to lessen competition-or promote the growth 
of monopoly. The results of these studies should be reported to the 
House Judiciary Committee of the Congress of the United States. 


To the Office of Price Stabilization 


One of the greatest abettors of monopoly practices has at times 
been the Government of the United States. The zone map which has 
resulted in a uniform delivered pricing system for newsprint was 
achieved, received nurture and grew to maturity under the NRA. The 
map was adopted by agreement among competing producers with 
official encouragement though not with express NRA approval. It 
was given offic ial sanction and blessing during the last war when the 
OPA adopted the zone map as a determinant for maximum ceiling 
prices for newsprint. This action should not be repeated again. If 
the Government is to regulate newsprint prices for a period of time, 
it should wield its power in a manner which will encourage members of 
the newsprint industry to make a fresh and individual start in deter- 
mining their independent pricing policies after Government controls 
become no longer necessary. 


To other congressional committees 


In bequeathing the legacy of the newsprint industry to other con- 
gressional committees, the subcommittee recommends that a 
continuing and wary eye be kept alert for restrictive practices during 
the emergency period. It will be necessary for congressional investi- 
gations of newsprint not only to observe the activities of producers, 
suppliers, and consumers but to investigate the operations of the 
Government as well. Policies advocated by trade associations or 
industry members which would restrict production, or hinder com- 
petition, or prevent new enterprise should not be promulgated under 
the guise of Government sponsorship. It is therefore incumbent upon 
Congress to see that the Pulp, Paper and Board Division of the 
National Production Authority and other defense agencies concerned 
with newsprint adopt a program which will foster expansion and com- 
petition in the industry and not one which will merely promote the 
interests of presently dominant concerns. 


MEASURES TO OBTAIN NEW PRODUCTION 


Perhaps the best way to encourage competition in the newsprint 
industry and at the same time increase the short supply of newsprint 
is to inject new competitive factors into the industry. New produc- 
tion can counter restrictive practices, assist the presses of the world 
which are clamoring for additional newsprint, and foster a truly com- 
petitive industry. For these reasons, the subcommittee makes the 
following recommendations relating to new newsprint production. 


Alaska 

It is inevitable that Alaska will eventually develop into an impor- 
tant source of pulp and paper products. This virgin and untapped 
area has natural resources capable of yielding a million tons of news- 
print per year. At present this potential supply is going to waste— 
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a luxury which the Nation can ill afford. The subcommittee feels 
that the eventuality of Alaskan production should be hastened as 
rapidly as possible. The subcommittee’s investigation of Alaska was 
not of such broad compass that it feels competent at this point to 
propose a specific and detailed program for Alaskan pulp and paper 
development. It recommends strongly that such a program be 
evolved by current congressional committees seeking an answer to the 
newsprint shortage. In formulating such a program, congressional 
committees should investigate and determine whether removing the 
restrictions on the exporting of timber from the national forests of 
Alaska would in any way alleviate the newsprint shortage. It also 
recommends that the De ‘partment of the Interior, the Department of 
Agriculture, and other agencies spare no efforts in developing the 
potential timber resources of Alaskan territory. 


The South 


One of the most promising areas for new newsprint development is 
in the South. Since the discovery that newsprint could be com- 
mercially produced from southern pines, two newsprint plants have 
eats come into production in that area. The subcommittee recom- 
mends that more of such plants be er and It believes that various 
devices can be utilized to stimulate new production in the South. 
The RFC, wise h is largely responsible for a success of one of the 
new southern ventures, ee hold eee n its lending facilities for 
similar acapbhs if the search for prive nae proves unavailing. 
New newsprint mills should hi ave the benefit of accelerated de ‘precia- 
tion for tax purposes in whole or in part in order to place them on a 
financially competitive basis with old mills whose facilities have bee n 
already depreciated or expanded at only one-third of new-mill costs. 
Small publishers should consider joint ventures for the production of 
ctoneneel te which will assure a continuing source of supply. 

Canada 


The subcommittee is in no way hostile to the interests of the 
Dominion of Canada, and, while it advocates increased produc tion in 
areas within the jurisdiction of United States authorities, recognizes 
the potential of the pulp and paper industry in Canada and wishes to 
give full encouragement to its development. Feeling that new pro- 
duction anywhere in the world can do nothing but give respite to the 
newsprint shortage and ultimately promote competition, the sub- 
committee recommends that the vast timber resources of Canada also 
be harnessed for new newsprint production. 

Substitute processes 

The development of substitute processes for newsprint production 
and the potentialities of these processes are exciting subjects. The 
subcommittee feels that the early exploitation of these new develop- 
ments will provide a welcome source of additional newsprint supplies, 
a strongly competitive factor in the newsprint industry, and replace- 
ment for essential natural resources of the United States. The sub- 
committee therefore advocates the encouragement of new enterprises 
emploving methods of making newsprint from hardwoods, bagasse, 
wheat straw, and deinked newsprint. Some of these techniques, such 
as the De La Roza process for makiig bagasse newsprint, may soon 
become actual competitive newsprint sources. The subcommittee 











ie anit ts 















NEWSPRINT 131 


recommends that the Pulp, Paper, and Board Division of the National 
Production Authority give encouragement and assistance to these 
highly promising projects and that “other congressional committees 
currently investigating the newsprint situation study the potentialities 
of these new techniques. 


CONSERVATION MEASURES 


The subcommittee would be open to severe criticism were it to 
blithely encourage new newsprint production throughout the United 
States without taking into consideration the timber resources of the 
country and conservation policies. Accordingly, it makes the follow- 
ing recommendations relating to conservation. 

Technical aid and service 

The Department of Agriculture should intensify its program for 
rendering technical assistance to individual private owners in order 
to eliminate waste and restore greater efficiency to small operations. 
Programs to protect private- and State-owned forests from fires, 
insects, and diseases should be extended. Cooperation should be 
given the Dominion of Canada in eliminating the ravages of the spruce 
budworm. 


Cutting and other practices on private forest lands 

Increased production of newsprint or other pulp and paper products 
cannot occur without depletion of our natural resources unless good 
cutting and other practices are followed by all growers of timber. 
Extensive programs to educate forest owners as to proper practices 
should be carried out by Federal, State, and private agencies. _Appro- 
priate committees of Congress should investigate the advisability of 
formulating minimum forestry standards by congressional legislation. 
National forests 

The Forest Service should undertake development and intensified 
management of the national forest so that additional sources of raw 
materials will be available for timber needs. Consideration should 
be given to the enlargement of the national forests by the purchase of 
badly depleted lands that private owners have no interest in restoring 
to productivity so that such areas may be the object of intensive 
reforestation. 


LEGISLATIVE MEASURES 


Because the Canadian border has presented this subcommittee as 
well as other duly constituted agencies of the United States Govern- 
ment with unwarranted difficulties in obtaining adequate knowledge 
with respect to practices, actions, and records relating to the domestic 
and foreign commerce of the United States, the subcommittee feels 
strongly that the need for, and feasibility of remedial legislation 
should be carefully explored. 


The Foreign Corporations Act of 1951 

The subcommittee proposes to undertake further hearings and 
recommends study by interested executive agencies of the advisa- 
bility of legislation designed to require that all companies incorporated 
outside of the United States register with the Secretary of State or 
other designated authority and agree to make their records, books, 
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and files in any way relating to business done in the United States 
amenable to process as a condition precedent to doing business in 
this country. Such legislation should also provide for the submis- 
sion in response to subpena of all records in the possession of foreign 
subsidiaries of domestic corporations. The chairman or some member 
of this subcommittee will shortly introduce legislation embodying 
these suggestions. 
The Securities Exchange Act 
The House Interstate and Foreign Commerce Committee should give 

serious consideration to the evidence contained in the subcommittee’s 
record as to the difficulty in obtaining correct and adequate informa- 
tion regarding the structure, organization, and activities of newsprint 
companies when it undertakes legislation intended to extend the regis- 
tration provisions of the Securities Exchange Act to over-the-counter 
securities. Inasmuch as many important American and Canadian 
newsprint companies have their securities traded on an over-the- 
counter basis in this country, registration requirements for these 
securities and their issuers might well obtain significant information 
which is presently unavailable. 
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